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VOLUME II 


of a new two-volume textbook 


INTERMEDIATE ACCOUNTING 


By JacosB B. TaYyor, M.A., C.P.A. 
Chairman of Accounting Department, Associate Professor of Accounting 
The Ohio State University 


and HERMANN C. MILLER, M.A., C.P.A. 
Associate Professor of Accounting, The Ohio State University 


McGRAW-HILL ACCOUNTING SERIES—F. H. Elwell, Consulting Editor 


Volume I—409 pages, $3.00. Volume II—In press. 


+ * iarasnamn II contains the material for the second half of the second-year course in 
accounting. It applies the principles developed in Volume I to special types of enter- 
prise and develops new principles from these applications. The book includes account- 
ing for installment sales; consignment accounting; branch house accounting; consolida- 
tions and holding companies; a complete discussion of the preparation and use of con- 
solidated statements; accounting for receivers; the statement of affairs; the statement 
of realization and liquidation; and the accounting for estates and trusts. The original 
problems, created by the authors to cover the principles and procedures developed in the 
text, are noteworthy. Solutions to these problems will be available to teachers. 


The scope and treatment of the material covered in the two volumes are as follows: 


Volume One 8. Perpetual inventory methods discussed and compared 

1. Analysis of accounting statements. from a practical viewpoint. 
2. Discussion of basic or minimum stock method of 

inventory valuation. Volume Two 
3. Assignment of accounts receivable. 1. New emphasis placed upon accounting for install- 
4. Reduction in valuation of fixed assets in connection ment sales, and statements of receivers. 

with recapitalization of a corporation. 2. Logical approach to subject of consolidated bal- 
4. Discussion of effect of more recent corporation laws ance sheets. 

upon capital stock and surplus accounts. 


3. New development of forms for the analysis of con- 


5. Complete treatment of depletion including liquid- solidated surplus. 

ating dividends out of partial realization of wast- ¢ Seti T 

ing assets. 4. last result in a simplification of 
6. Complete discussion and illustration of computa- entices subject of consolidated statements. 


tion of book value of capital stock. 5. Consignments, branch house accounting, estate ac- 
7. Depreciation methods compared and discussed from counting and liquidation of partnerships are each 


a practical viewpoint. adequately covered in light of recent developments. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street, New York 
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When A New Text 
Comes from the Press... 


there is always an element of conjecture about the reaction of instructors. But when this 
same text has been tested, tried, and found to be superior in scores of outstanding educa- 
tional institutions of the country, approval is certain. 


New Advanced Accounting Principles 
and Procedure I 


By CHARLES H. LANGER, PH.B., C.P.A. 


The new University Edition of Advanced Accounting Principles and Procedure I could 
produce only one reaction . . . approval. This work consists of 30 Lectures covering the 
more advanced accounting principles and procedure and is designed for first-year advanced 
students. The illustrative examples in the lectures are designed to facilitate a ready grasp of 
the principles and procedure discussed. 

The authoritativeness of the text is materially strengthened by the citation of a great number 
of legal cases and statutory laws in support of principles underlying important accounting 
propositions; the legal side is stressed because in the final analysis, the rulings of the law 
govern. 

Particular attention has been paid to accounting terminology. Certain familiar terms have 
been restricted to well-defined spheres, and more definite and appropriate terms substituted 
for those which have been used in many different senses, sometimes incorrectly and some- 
times loosely. The author hopes thereby to make some contribution to this phase of ac- 
counting which in the past has been a source of considerable indefiniteness or confusion. 


WALTON PUBLISHING COMPANY 


332 SOUTH MICHIGAN AVENUE, CHICAGO 


EXAMINATION COUPON --— - 


WALTON PUBLISHING COMPANY 
332 South Michigan Avenue, Chicago 


Please send me for ninety days’ free examination a copy of Accounting Principles and Procedure—Ad- 
vanced Accounting I. If I adopt this text, it is understood that I am to retain the examination copy for 
desk use without charge. 
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ECONOMIC CYCLES 
AND CRISES 


by WILLIAM C. SCHLUTER 


Late Professor of Finance, Wharton School of 
Finance & C. ce, University of 


Pennsylvania. 


His book falls into three major divisions. 
T The first is a survey of the general factors 

predicating economic and social progress; a 
presentation of the succession of good and bad 
times ; a description of the operations which charac- 
terize the business cycle and the shifting conditions 
that underly human welfare; an analysis of the in- 
fluence of climatic changes on the business sys- 
tems; and a description of the capricious character 
of the factors shaping the course of business and 
economic activity. 


The second division considers the meaning of 
economic cycles and crises, and attacks the prob- 
lem of controlling them with such knowledge of 
the factors producing these economic disturbances 
as are known. A general survey of changing busi- 
ness and economic conditions, from the historical 
viewpoint, precedes a critical summing up of the 
many theoretical and scientific explanations of the 
phenomena of cycles and crises. These various 
ideas are then sifted to obtain a categorical state- 
ment of items of knowledge concerning the factors 
responsible for the periodic disruption. On the 
basis of this knowledge a constructive program is 
advanced for controlling the economic circum- 
stances. 


The third part deals in detail with this con- 
structive program which Professor Schluter calls 
‘Economic Administration under Americanism.”’ 
This plan leads up to specific suggestions for a 
system of economic self-government for business 
which shall function through Institutes, Federa- 
tions and a National Economic Council, much as 
is being proposed today by the Federal Government. 


Size 5% x 8%, 378 pages, indexed, Price $3.00 


SEARS PUBLISHING CO. 

381-4th Ave., New York City 

Gentlemen: Please send me one copy of ECO- 
NOMIC CYCLES AND CRISES. 


0 Enclosed find $3.00 © Send C.O.D. 


Money refunded in 5 days if not satisfied. 
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Started with 29 in 1917 
In 1932-33; 2,339 


Corti cate 


OF ACCOUNTANTS 


WE have examined the records 
relating to the enrollment of 
students at The Bentley School 
of Accounting and Finance in 
the year ended June 30, 1931, 
1932 and 1933, and we certify 
that, in our opinion, the number 
of students who were enrolled 
at the school in those years, 
excluding duplications within 
each year, was 2,711] in the year 
ended June 30, 1931, 2,701 in 
the year ended June 30, 1932, 
and 2,339 in the year ended June 
30, 1933. 


Lysranp, Ross Bros. & MontTGoMERY 
Boston, Mass., September 19, 1933 


enrollment for 1933-34 
will be published after the 
close of the current year. 


{ Only men are admitted. 
q Catalog upon request. 


(Che BENTLEY SCHOOL of 
ACCOUNTING & FINANCE 


A school of distinction 


921 Boylston Street, Boston, Mass. 
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For Classes in Auditing 


OUTLINE OF AUDIT PROCEDURE 
he: one J. Hocan, C.P.A., and Maracur A. Finnen, C.P.A., Practicing Certified Public 
ccountants. 


A handy audit manual with the necessary steps for the average type of audit in convenient 
tabulated easy-to-learn-and-remember form. Contains accountants’ office and confirmation forms. 
May be used as a supplement to other texts or as a text in itself. 


Special School Price—$2.25; 10% discount 4 instructors; 20% discount on school quantity 
orders. 


For Auditing Practice 
ACCOUNTANTS WORK FORMS WITH FIRM OR SCHOOL 
NAMES IMPRINTED 
Price fe = forms 


Accountant’s Time Sheet for Field Work with name and address printed......... 
Accountant’s Time Sheet for Office Work with name and address printed.......... an 
Confirmation forms for bank deposits, customer’s balances, collateral held, stock 
broker’s customer balances, items held for transfer, employment and invoice forms. 7.50 


, Note: The above prices include the printing of your firm or school name and address on each 
orm. 


Samples will be sent on request 


For Classes in Estate Law and Accounting 
ESTATE ADMINISTRATION AND ACCOUNTING 


by Cuester J. Dopce, LL.B., Auditor of Accounts, New York County. 


An authoritative work on surrogates’ practice giving a complete analysis of Decedent Estate 
Laws before and after the changes effected in 1930 with 650 recent (through 1933) surrogates’ 
decisions. Complete schedules and computations of commissions with federal and state taxes 
are given. 


Special School Price—$5.00; 10% discount tes instructors; 20% discount on school quantity 


Student syllabus containing session outline, set of six work books, twenty-one actual surrogate 
court forms and teaching outline for a one year (30 session) course—$3.00. 


For Classes in the History of Accountancy 
HISTORY AND SURVEY OF ACCOUNTANCY 


by Witmer L. Green, LL.B., formerly of the executive offices of Haskins and Sells. 

The first American Work on the history of bookkeeping and accounting with numerous il- 
lustrations of early works together with the trends in accountancy education and accountants’ 
societies throughout the world. A synopsis of State C.P.A. laws is included. Used as a text in 
collegiate courses in the history of accountancy. 

Special School Price—$2.00; 10% discount * instructors; 20% discount on school quantity 
orders. 


The above books will be sent on five days approval 


STANDARD TEXT PRESS, 186 Joralemon Street, Brooklyn, New York 


© Lenclose $ delivery to be free. 
O I shall either return the book within 5 days or I shall remit the price stated above, plus delivery charges. 
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3 GREAT HANDBOOKS of Business 


For all students of business administration, for reference use at 
every stage during their instruction and later on in their profes- 
sional work. 


Accountants’ Handbook—Second Edition 


Editor, W. A. Paton, Ph.D., C.P.A.; assisted by a board of 76 authorities—controllers, 
treasurers, auditors and accountants in public practice. Gives reliable guidance on all 
problems of commercial and financial accounting. 33 sections, covering statement prep- 
aration and analysis, account classification, cash, receivables, investments, inventories, 
land, wasting assets, buildings, equipment, depreciation, intangibles, current and fixed 
liabilities, capital stock, surplus, reserves, dividends, consolidated statements, income 
determination, budget preparation, sales, general control of manufacturing and distri- 
bution costs, systems, machine methods in accounting, accounting organization and 
control. Price $7.50 


Financial Handbook—New Revised Edition 


Editor, Robert H. Montgomery, Counsellor-at-law, C.P.A.; assisted by a board of 40 
financial, legal and accounting specialists. Covers all aspects of financial practice. 29 
sections, on corporate organization and procedure, promotion and financial plans, work- 
ing capital management, receipt and disbursement of cash, inventory investment, cred- 
its, collections, negotiable instruments, compositions, assignments, receiverships, reor- 
ganizations, bankruptcy, fixed capital expenditures, bonded indebtedness, stock capi- 
talization, surplus, reserves, dividends, corporate consolidations and mergers, readjust- 
ment and reorganization of solvent concerns, commercial banking, investment bank- 
ing, insurance, real estate, foreign exchange, federal regulation of business, use of 
fiancial statements, budgets and reports. Price $7.50 


Cost and Production Handbook—Just Published 


Editor, L. P. Alford, M.E., Dr. Eng.; assisted by a board of 80 cost accounting authori- 
ties, manufacturing executives and engineers. Covers cost accounting to control costs 
and manufacturing production to reduce costs. 28 sections, on cost accounting methods, 
production and expense budgets, factory organization, statements and reports, produc- 
tion planning and control, measures of factory performance, standard cost methods, job 
and methods standardization, rate setting, cost analysis, purchasing, experimenting and 
research, labor, simplification and standardization, raw materials estimating, incentive 
plans, plant and equipment, timekeeping and payrolls, small tools, materials handling, 
plant and service costs, inventory control and storeskeeping, depreciation and obsolescence 
of manufacturing equipment. Price $7.50 


Uniform in style. Contents supplementary to each other, with 
duplication restricted to necessary minimum. 


Write us for information about special student price offer. 


The Ronald Press Company, Publishers 


15 East 26th Street, New York, N.Y. 
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SOCIALIZED ACCOUNTS 


A. C. LittLETON 


E AMERICANS have notoriously short 
W memories. In the midst of the 

sweeping changes which seem to be 
taking place in our institutions, March 
fourth already seems so long ago that again 
we grow impatient. In these moving times, 
1929 seems a bad dream, quite unreal. We 
have forgotten the ““New Era” which caused 
such exhaltation in the ’twenties. The tre- 
mendous collapse of prices has left such a 
bad taste that no other impression remains. 
But in spite of our present forgetfulness 
there was much that was sound in the prac- 
tice and the philosophy of that period. ““The 
Second Industrial Revolution” was not a 
tissue of idle dreams fit now only for scorn. 
It was in fact the nearest approach in his- 
tory to the conquest of the art of producing 
and to a universal high-standard-of-living. 

As a nation we liad and still have, an en- 
viable basis for such an industrial evolution. 
Widespread education has meant a deepen- 
ing of the capacity to consume. A philosophy 
among us that work is honorable has made us 
glory in producing. A flair for invention, a 
certain mechanical ingenuity, has provided 
us with the productive machine. All of this 
still remains. 

The New Era of the twenties was real; 
its ideal of full production and abundant 
living is not lost. Deep beneath the per- 
plexities of the moment we are intent upon 
remounting the same horse. We have not 
lost faith in him merely because he was so 
spirited as to have tossed us for a header. 
We know now that he needs to be ridden 
with a tighter rein. The past decade is just 
as simple as that. 

The changes in our institutions therefore 
are not revolutionary, as they may seem, 


but evolutionary. That is to say, present 
changes are continuous with trends which 
have been plainly visible for some time. 
There is now an accelerated tempo, perhaps, 
but the changes we see are still related to 
our past and still faithful to American ideals. 
What seemed so nearly within our grasp in 
1928 and so hopelessly unattainable in 1932, 
namely, high wages and low cost of produc- 
tion, joy in working, and leisure for spending 
—we still accept as attainable. It will take 
much more than a few years of depression to 
convince the American people otherwise. 
But when we remount old Dobbin it will be 
with a tighter grip on the reins and better 
control. 

This is not solely a figure of speech; it is 
also the keynote of this paper. The third 
phase of the long evolution of accountancy is 
probably upon us. It is that phase wherein 
accountancy becomes a part of the “tighter 
rein”’ upon excessive individualism in busi- 
ness under the simple idea long recognized 
that business is in fact touched with public 
interest. 

But before accountancy could, in its third 
phase, become a fully effective instrument 
for social planning in the public interest, it 
would no doubt have passed through a pe- 
riod during which it was a partially effective 
instrument. This would be its second phase. 
Prior to that there would be the time during 
which accountancy was quite unrelated to 
social control. This was its first phase. Now 
reverse these. In the first phase, accounts 
were private, secret business records; under 
the second, accounts became semi-public as 
evidenced by the fact that there was a par- 
tial sharing of the account-data of many 
enterprises with the general public; during 
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the third phase, accounts may become fully 
socialized data in the sense of a complete 
sharing of the facts recorded in accounts. 
The whole picture requires consideration of 
all three phases. 

The first phase of the evolution of account- 
ancy was likewise the longest. It consisted 
of two distinct movements. The earliest was 
concerned with the formation of the account- 
ing mechanism or methodology—bookkeep- 
ing; the later movement covered the expan- 
sion of double-entry methodology to suit 
subsequent conditions. 

It is doubtful if we can ever learn just how 
double entry bookkeeping emerged step by 
step out of the shadows of the Middle Ages. 
It is only possible to speculate upon the 
probable sequence of events which, little by 
little, pieced together the now familiar ele- 
ments of double entry. For example, one of 
the most distinctive elements of systematic 
bookkeeping is the bilateral account in which 
cancellation is shown by contra-entry. But 
we do not know whether to credit this change 
from the older unilateral form to the in- 
fluence of Roman cash book practices or to 
the loan records of medieval money brokers. 

In Roman times it was customary for 
every head of a family to keep a sort of cash 
book. But it was not used alone for cash 
received and paid; it also served as a means 
of converting a prior verbal debt into a writ- 
ten obligation. Just as today we often turn 
an open account into a promissory note. 
The method was curious. Suppose A owed 
B 100 units by verbal agreement. To convert 
this into a binding written debt two steps 
were necessary. (1) B (creditor) made one 
entry (acceptilatio) for 100 in his cash book 
as if for money received in cancellation of 
the prior debt, and (2) another entry (ez- 
pensilatio) as if making a new loan of 100 to 
A (prior debtor). It later A should prevail 
upon C to take his place as debtor to B then 
the latter, if he consented to the change, 
made two more cash book entries: (a) among 
receipts as if cash were received from A, (b) 
among payments as if just now loaning to C. 
Plainly here was cancellation by contra en- 
try. 

Apparently the medieval money broker 
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(campsore) did not keep a cash book as did 
the Roman patrician long before. But under 
the strict rules of his guild he did keep very 
careful memoranda of debt assignments, let- 
ters of credit, and bills of exchange as well 
as clear records of these debts which origi- 
nated in deposits and loans. Deposits and 
loans were recognized as opposite in nature; 
a repaid loan was like a new deposit (if con- 
sidered alone) and a deposit repaid was like 
a new-made loan, if the prior entry be not 
considered. A bill of exchange affected one 
record (account) as if it were a loan, another 
as if it were a deposit. If both parties had 
accounts with the brokers, as often was the 
case, a cross-entry disposed of such a transac- 
tion very neatly. Here too were bilateral ac- 
counts and cancellation by contra-entries 
even if the other ear-marks of double entry 
bookkeeping were still missing. But in due 
time other characteristics appeared, such as 
goods accounts, nominal accounts, etc. 

When, after the Crusades began, the 
money brokers added trading to banking, 
the account technique of the latter activity 
was carried over into the new and there met 
new problems. While these exchange bank- 
ers acted alone there was no need for ac- 
counts except for loans and deposits; other 
transactions, if there were any, would be 
concluded on the spot. But with the forma- 
tion of commercial partnerships the need 
for accounts expanded. Men with ample 
capital but disinclined to travel took hardy 
young men as partners to bear the personal 
risks of long sea voyages or difficult overland 
journeys. Goods entrusted to such a partner- 
agent on a profit-sharing basis would be 
recognised as quite similar to a “loan”’ from 
the old banker and would be so entered in 
his accounts. The young partner, no doubt 
also well acquainted with bankers’ recording 
methods, would also keep debt-accounts— 
the goods he received for trade being re 
corded in an account with the elder partner 
as if the amount represented a “deposit” by 
the latter. 

Such records, especially if the young man 
happened to represent several investor 


traders, would be of obvious advantage whet - 


settling with his respective backers upon his 
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return. With the expectation that the addi- 
tional detail would interest the home part- 
ners, the established methods of debt-ac- 
counts could easily be extended to non-debt 
information. Goods accounts would be the 
result, for by this means the active partner 
could accurately reflect his various barter 
exchanges and the silent partners could the 
better judge for themselves his bargaining 
abilities. An account for money as well as 
goods is not difficult to reconstruct. Money 
was of divers kinds in those days, and what- 
ever coins were brought back would be sub- 
ject to the skilled appraisal of the broker- 
partners just like so much merchandise. A 
money account therefore would be simply 
another “‘goods”’ account helping to show 
what had happened to the partners’ original 
“deposits.” A similar accounting for the cost 
of provisions, seamen’s wages, import duties 
and the like would produce expense ac- 
counts. 

For a long time such recording was frag- 
mentary and incomplete, but the seed and 
soil for double-entry were being made ready. 
We do not know just how the seed took root, 
yet we can see it growing as accounts kept 
in the manner of loans and deposits slowly 
began in the fourteenth century to serve 
other purposes. In the later years, records 
appear in which we can recognize the begin- 
ning of the coordination of the different ele- 
ments into a system. By the early fifteenth 
century the impersonal accounts (goods, ex- 
penses, profit and loss) were perceived to 
follow an orbit which was distinct from that 
followed by loan and deposit accounts, al- 
though it contacted the latter (personal ac- 
counts) at the capital account. Then was born 
the distinction between real and nominal ac- 
counts; then it was that duality of entry, as 
an inescapable consequence of proprietor- 
ship, took the place of mere cross-entries; 
then it was that the work of making records 
could be systematized into Daybook, Jour- 
nal, and Ledger. Double entry bookkeeping 
was then a reality although almost another 
century elapsed before it was described in a 
printed book. 

There was wealth in abundance in the 
ancient world and record keeping as well, 
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but no double entry bookkeeping. Even 
though all of the antecedents of bookkeeping 
(wealth, trade, money, credit, etc.) were 
present at that time they were not possessed 
of sufficient energy actually to create a co- 
ordinate system. That energy had tocome 
from wealth actively reproducing itself, from 
trading partners reporting to investing part- 
ners the details of distant transactions—in a 
word from proprietorship—before double en- 
try was generated. 

A consciousness of proprietorship is more 
fundamental to the expansion of account- 
keeping into double entry bookkeeping than 
bilateral accounts, subtraction by contra- 
entry, equality of debit and credit, or any 
of the other preculiarities of double entry. 
Indeed this equality is a consequence of 
proprietorship rather than an antecedent. 
No procedure which did not make use of the 
proprietorship concept would be capable of 
bringing all the financial elements of trade 
into an integrated record. 

This was the first movement in the devel- 
opment of accountancy—the formation of 
double entry. A long interval followed— 
some four hundred years. Double entry was 
busy spreading over the whole civilized 
world. In all that time it changed but little. 
When the first professional society of public 
accountants was chartered in Scotland in 
1854, bookkeeping was surprisingly little 
different from what it had been when the 
Turks captured Constantinople, a full gener- 
ation before the westward voyage of Christo- 
pher Columbus. But soon there followed 
another period of rapid growth—the second 
movement. This time bookkeeping expanded 
into accountancy. 

Standing in the late nineteenth century 
and looking at the changes then becoming 
visible, we see the element now called “the- 
ory” being superimposed upon the clerical 
processes of bookkeeping. Theory came from 
two sources; the first was teaching. All dou- 
ble entry procedure was definitely directed 
toward the computation of proprietor’s 
profit and proprietor’s capital. After the 
procedure was finally formulated and con- 
structive work was no longer necessary, the 
focus changed to explanation—teaching. But 
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as the Italian method passed from country 
to country and through one language into 
another, whatever logic there may have been 
in the original analysis of transactions now 
disappeared. Bookkeeping degenerated into 
mere technique; instruction became formal- 
ized into rules of thumb. Writers had no 
theory in the sense of logical explanations of 
purpose; they were for the most part content 
to describe the ways of following bookkeep- 
ing routine. To this they usually added a 
long list of typical transactions rendered into 
debits and credits by way of illustrations. 

However, a few teachers in the second 
half of the nineteenth century recognized the 
limitations of teaching by rules. They sought 
the logic and reasonableness which their 
knowledge of bookkeeping and their intui- 
tion told them were buried in it. This little 
group included such men as Thomas Jones 
(1840), E. G. Folsom (1873), and Charles E. 
Sprague (1880), to mention only the Ameri- 
cans concerned. These teachers refined trans- 
action analysis by expressing transactions as 
changes in the fundamental equation, Assets 
equal Liabilities plus Proprietorship, and 
thus placed entry making upon the basis of 
logic rather than rule. 

They also studied the problem of the 
proper grouping and naming of related ac- 
counts—primary and secondary, real and 
nominal. Their inquiries and suggestions 
helped immeasurably in reaching an under- 
standing of the nature of profit and capital, 
as well as the reason for associating nominal 
accounts with capital accounts, and the rela- 
tion of the proprietor ‘to the enterprise. 
These discussions are the basis of much of 
our present day theory and especially of 
such questions as these: Is profit the increase 
of wealth or the compensation for proprietor- 
ship service? Is expense a capital loss or an 
investment to be recovered? Is capital the 
original investment plus profit and minus loss 
or the present net value of the properties? 

The second source of theory was the cor- 
poration. Early enterprisers and partners, 
working in the main in isolated trading 
ventures, needed only an irregular deter- 
mination of profit. But before the business 
corporation had been very long in operation 
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it was evident that it needed to be treated 
as a continuing enterprise. For example, cal- 
culating dividends by separate voyages was 
found impractical in the East India Com- 
pany by 1660. Profit calculation therefore 
became a matter of periodic estimates in 
place of the known results of completed ven- 
tures. We can see what that led to; Hatfield 
has said in effect that nine-tenths of the ac- 
countant’s problems arise in this artificial 
periodicity. We can well believe it, for here 
is the heart of that endless problem of the 
correct separation of assets and expenses, 
capital and revenue. 

In the corporation too, arises the problem 
of maintaining capital intact. This is more 
than a question of simple distinction between 
asset and expense. The corporation enjoys 
perpetual succession, at least in the sense 
of continued life uninterupted by changes of 
shareholders; investors expect therefore an 
economic as well as a legal continuity and 
this means that attention must be given to 
maintaining (economic) capital unimpaired. 
No one will deny that theory is generated 
here. But there is more. There is also the 
legal duty to preserve the (legal) capital 
against diminution by dividends. This ob- 
ligation grows out of limited liability, for 
in a corporation the capital stock takes the 
place of the creditor’s right to follow his 
debt into the debtor’s private property. If 
profits available for dividends are not cor- 
rectly calculated, legal as well as financial 
principles may be violated as a result. 

It is hardly too much to say that nothing 
had ever before so emphasized the necessity 
for a meticulously correct calculation of net 
income as the limited liability corporation. 
There is enough meat in one question about 
the distinction between the amount which 
is legally available for dividends and the 
amount economically available, to satisfy 
the most ravenous for theory. 

This second movement in the first phase 
of accounting’s development did more than 
add theory to bookkeeping procedure; it also 
revolutionized some of the practices. 

Cost accounting may be considered as one 
of the outstanding departures from the tradi- 
tional scheme of transactions, entries, and 
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accounts. Indeed cost accounting is more 
than a departure; it is a major contribution. 
Until the factory system stimulated the 
change, bookkeeping had been solely occu- 
pied with recording exchanges. But wherever 
productive activities replaced or supple- 
mented trading activities, bookkeeping had 
also to cope with conversions before actual 
exchange. This opens the way for viewing 
conversion rather than exchange as the cen- 
tral theme of business and accounting. It 
may even change our whole perspective of 
accounting. 

The corporation, with its continuity of 
existence and its growing use of fixed assets, 
gave much emphasis to the problem of ap- 
portionment. In cost accounting we see a 
yast expansion of that problem. Here as 
never before attention is centered upon cor- 
rectly associating the income produced with 
the cost of producing that income. Book- 
keeping practice has indeed been revolu- 
tionized. Imagine Paciolo or Stevin con- 
fronted with standard costs! 

But the changes in bookkeeping practice 
do not stop there. Of late there has been a 
very considerable development of internal 
control and budgeting. Budgeting is, I think, 
a part of the evolution of accounting al- 
though it has not produced, as yet, much 
actual change in entry and account proce- 
dure. It is the cap-sheaf to a long develop- 
ment of managerial control data. Only now, 
almost six hundred years after double entry 
began to take definite form, has there been 
devised a technique for reducing to concrete 
expectations the marks we are shooting 
at so they may be intelligently compared 
with actual accomplishments. Budgeting 
then would seem to be a sign that business is 
beginning to believe that it may be, in some 
Measure, master of its own destiny, and that 
planning is not impossible. 

From a mere memory-aiding record of 
debts, bookkeeping became a means of 
systematically calculating the results of past 
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trading activities. There it remained, - 
lished and refined by the addition of theory 
and cost accounting, it is true, but still en- 
tirely “post mortem” until recently—until 
standard costs and budgets brought the 
planned future into contact with the accom- 
plished past, and made an instrument of 
active control out of what had previously 
been a passive record. 

But the end is not yet; for great as has 
been the progress from bookkeeping to bud- 
geting, the data collected and recorded have 
still had a rather limited usefulness. The 
control which the recorded transactions and 
the budgeted results now gives is still very 
largely an individual control over a separate 
enterprise. And we are coming to believe 
that individual control has at times been 
shortsighted, even unsocial, and that unre- 
strained competition between enterprises 
under individual initiative has often had 
unfortunate ultimate results. 

This conviction is not a recent one; social 
consciousness did not originate in 1933. Un- 
restrained economic individualism had dis- 
astrous results very early; for example the 
Bubble period in England when the flotation 
of joint stock companies led to unbelievable 
orgies of speculation. In the same way at- 
tempts to control unsocial individualism did 
not appear for the first time during the re- 
cent session of Congress. The Bubble Act 
which in 1720 prohibited further joint stock 
company flotations was an illustration of 
such control and the British Company Acts 
of the early nineteenth century form another 
illustration. 

In fact the second phase of accountancy is 
definitely related to attempts to secure some 
measure of control over private affairs in 
the social interest. The approach was through 
enforcing a partial sharing of otherwise 
private business data, of instituting, as it 
were, semi-public accounts. The third phase 
will probably carry the socialization of ac- 
counts still further. 
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THE ACCOUNTANT AND THE SECURITIES ACT 


RosBert WEIDENHAMMER 


1933 to the accounting profession can 
hardly be underestimated. The ac- 
counting officer as well as the independent 
certified public accountant see their public 
recognition greatly enhanced, but along with 
this welcome enhancement of standing comes 
a burden of responsibility that is truly ap- 
palling. The risk assumed by an accountant- 
officer or by a professional accountant, who 
signs the registration statement submitted 
to the Securities Commission of the Federal 
Trade Commission is quite out of proportion 
to the possible material benefits that may be 
derived from the service rendered. It is 
hardly surprising to hear that accounting 
firms accept the offer to certify registration 
statements only after having found protec- 
tion against their liability in indemnity 
bonds. Needless to say that aside from the 
costliness of this subterfuge the Securities 
Act hardly aims at such a development. It is 
the irony of fate that the accountants have 
to thank one of their own organizations for 
having thrown this predicament on their 
shoulders. The bill (H. R. 4314, 73rd Con- 
gress) as originally submitted to Congress 
made no reference whatsoever to the liability 
of the accounting officer. The registration 
statement was vo be signed by “the issuer 
or issuers, its or their principal executive offi- 
cer or officers, the principal financial officer 
or officers, and the directors, trustees or 
managers.” It was left to Mr. Arthur R. 
Tucker, the secretary of the Comptroller’s 
Institute of America, to propose an amend- 
ment,” after complaining that “there is no 
reference made to the principal accounting 
officer,” and “that the principal accounting 
officer, the comptroller of the corporation, 
the corporate accountant, is the original 
source of the information which must go into 
this statement, and we think that it is only 
fair that he should be specially mentioned in 
1 “Federal Securities Act” Hearings, H. R. 4314, p. 


3, Sec. 4. 
? Ibid, p. 69. 


Tis significance of the Securities Act of 


the measure.” Mr. Tucker’s proposal was ac- 
cepted and the registration statement is now 
to be signed and full responsibility for its 
truthfulness and the “omission of material 
facts,” are now shared by the principal ex- 
ecutive, financial and accounting officers. 

The Federal Securities Act is without 
doubt the response to demands of a wide 
majority of the nation. More effective pro- 
tection of the investor was promised in the 
platform of the Democratic party as adopted 
in Chicago in 1932. This pledge was re- 
deemed on March 29, in the President’s mes- 
sage to Congress, which urged the formation 
and prompt adoption of a law “to provide 
for the furnishing of information and the 
supervision of traffic in investment securities 
in Interstate Commerce.” The most signifi- 
cant passages follow: 


There is, however, an obligation upon us to 
insist that every issue of new securities to be sold 
in interstate commerce shall be accompanied by 
full publicity and information, and that no essen- 
tially important element attending the issue shall 
be concealed from the buying public. . . . This 
proposal adds to the ancient rule of caveat emptor 
the further doctrine “‘let the seller also beware.” 
It puts the burden of telling the whole truth on 
the seller. It should give impetus to honest deal- 
ing in securities and thereby bring back public 
confidence. ... The purpose of the legislation 
I suggest is to protect the public with the least 
possible interference to honest business. 


The hearings which followed the receipt of 
this message and which lead to the final 
formulation of the Securities Act did not 
compare favorably to the rather high stand- 
ards established in the hearings that preceded 
the “Banking Act of 1933.” The report en- 
titled “A Study of the Economic and Legal 
Aspects of the Proposed Federal Securities 
Act” as prepared by the Department of 
Commerce, gave scant justice to its rather 
ambitious title. For the most part the report 
consists of a rather incomplete bibliography, 
a summary of existing state blue-sky laws 


and former proposals for federal regulation 
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of the securities business as well as a collec- 
tion of quotations from newspaper articles 
and speeches that bewailed the lot of the 
investor “who is always holding the bag.” 
No comprehensive study of the flow of the 
national savings into investments, of the 
practices used in raising capital funds and in 
distributing securities was attempted. The 
so-called ‘Macmillan Report” of the Parlia- 
mentary Commission on Finance and Indus- 
try as published in 1931 provided such a 
survey for Great Britain, while the first 
really comprehensive attempt to get at the 
root of the problem was published in the 
same year in Germany.* 

The dignified and scholarly tone of the 
British report and the most impressive array 
of original research presented in the German 
document stand in sharp contrast to the 
hastily compiled memorandum of the De- 
partment of Commerce. To refer to one 
example only: instead of attempting to esti- 
mate the losses suffered by American inves- 
tors in recent years, the report states that 
“of the $50,000,000,000 worth of new stock 
and bonds issued in the 13 years from 1919— 
1981, unfortunately a considerate portion 
was of little intrinsic value and in some cases 
of no value whatever.” This vague conten- 
tion is not substantiated by any facts what- 
ever, perhaps because the following refer- 
ence appeared to represent ample “source 
material”: The author of a recent book en- 
titled “Financial Racketeering” writes: “A 
5-foot book-shelf could without great labor 
be filled with scandalous volumes if some 
bold writer should essay to docket and report 
the cases of all the financial swindlers which 
occurred in the United States in, for exam- 
ple, the last 5 calendar years.” 

Were it not for the purpose of bringing 
into bold relief the utter inadequacy of the 
criticized report, I would have to apologize 
for wasting the reader’s time on such triviali- 
ties. But any appraisal of the legislative 
achievement represented by the Securities 
Act of 1933 has to begin with a recognition 


Institut fiir Konjunkturforschung ““Kapitalbildung 
und Investitionen in der Deutschen Volkswirtschaft, 
1924-1928 (Berlin, 1931). For methods of approach to 
this investigation, see pp. 1-38 and 174-209. 


of its rather careless preparation. Any at- 
tempt at improvement of the Act should 
therefore be preceded by a comprehensive 
analysis of this very complex mechanism by 
which the national savings find their way 
into investments. 

While the chorus led by those affected by 
the liability clauses clamors for the repeal 
of some of its harshest provisions, other 
groups are at work to broaden out the pro- 
tection of the investor as attempted by the 
Act. Proposals for establishing “‘social con- 
trol” over new security issues in order to 
direct the flow of capital is one of the devices 
for economic planning and management un- 
der discussion by the Administration.* Such 
plans contemplate the creation of a federal 
authority to prevent the sale of securities if 
it should be judged that the purpose of an 
issue was contrary to general social or eco- 
nomic welfare, i.e. if for instance, the pro- 
ceeds were to be used to increase the capac- 
ity of an industry already deemed to be 
overexpanded. Sponsors of the plan point 
to precedents, both remote and immediate, 
for a governmental attempt to control the 
flow of capital. During the war there was a 
capital-issues committee which acted for 
that purpose. Since 1920 the Interstate Com- 
merce Commission has had control over rail- 
road security issues and has forbidden con- 
struction of new lines, while both preventing 
and permitting the abandonment of other 
trackage. Certain state boards have super- 
vised the issuance of public utility securities. 
Both state and federal governments have 
controlled the chartering of new banks. Re- 
cently the National Recovery Administra- 
tion refused to allow the enlargement of tex- 
tile-mill capacity. 

Any such attempt at economic planning 
would involve frequent decisions on difficult 
and complex questions such asthe overcapac- 
ity of industries, as to comparative cost and 
budgeted profits. It is needless to say that 
the accountant, the cost accountant and the 
“budgeteer” would find ample work to 
match his wits and to insure the orderly and 


4 by W. H. Grimes to the Wall Street Journai, 
November 4, 1933. 
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sound solution of the vexing problems in- 
volved. 

The time that has elapsed since the Fed- 
eral Securities Act became effective has been 
too short to provide a test for the validity 
of the contention that the new law is parlyz- 
ing the flow of the national savings into in- 
vestments. From July 26 to October 3, 1933, 
only $243,100,000 of securities filed for regis- 
tration, while new flotations® in the years 
1922 to 1929 fluctuated as follows: 


Year Amount (in millions of 
dollars) 
1922 4,304 
23 4,293 
24 5,534 
25 6,174 
26 6, 243 
27 7,520 
28 7,081 
29 7,052 


Of these 243 millions of securities regis- 
tered, $159,000,000 were investment trusts 
that did not represent any new flotations, 
while $13,300,000 were accounted for by 
breweries and distilleries and $19,800,000 by 
mining companies (the new gold rush!) De- 
fenders of the act may argue that the market 
for new railroad issues, which are exempt 
from the registration, was equally unsatis- 
factory, amounting to only $4,923,000 dur- 
ing the third quarter as compared with 
$94,982,000 in the first two quarters. But 
this argument would overlook in the first 
place that railroad securities are not exempt 
from the penalties of Section 12 (2) and 
furthermore that the paralysis of the capital 
market as a whole exerted its influence also 
on the securities exempt from registration. 

Even if we take it for granted that the vio- 
lent opposition of the Investment Bankers 
Association has its motive in partly selfish 
reasons, the fact remains that such bodies 
as the Federal Reserve Advisory Council 
adopted on September 19, already, a resolu- 
tion, as follows: 

5 These figures represent the amount of new financ- 
ing, excluding refunding issues and investment trust, 
trading and holding companies. Nor does it include 

ranteed mortgages and certificate which in the case 
of the leading title and mortgage companies in New 


York City alone, rose from $138,000,000 in 1913 to 
$2,010,000,000 in 1929. 
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It is essential that the industries of the country 
(including public utilities) be enabled to finance 
their ordinary capital requirements either for 
refunding or for new capital in the investment 
markets, and it is apparent that amendments to 
the law must be made to liberalize the law so that 
it will not stifle the legitimate flow of capital into 
industry. 

Accordingly it is hereby Resolved, That in aid 
of the National Recovery Program, the Securities 
Act of 1983 and the Banking Act of 1933 should 
be amended in such respects as may be necessary 
to enable the industries of the country to obtain 
capital funds in the investment markets, retain- 
ing in such laws all such provisions as may be 
necessary to properly safeguard the interests of 
the investing public. 


RELATION TO STATE SECURITY REGULATION 


The Securities Act of 1933 does not super- 
cede state control of securities as stated in 
Section 18. “Nothing in this title shall affect 
the jurisdiction of the securities commission 
(or any agency or office performing like func- 
tions) of any state or territory of the United 
States, or the District of Columbia, over any 
security or any person.” The states there, 
will have the sole supervision of securities 
sold intrastate, while control of transactions 
involving interstate commerce will be shared 
with the federal government. 


STATE CONTROL OF SECURITIES® 


Every state except Nevada has at present 
legislation for the protection of the investor. 
These “blue sky laws” show a pronounced 
lack of uniformity and their effectiveness is 
greatly handicapped by the lack of control 
over interstate traffic in securities. 

Of the different laws, the following groups 
may be distinguished: A. Fraud Acts: The 
states of New York, New Jersey, Maryland 
and Delaware, which account for the bulk 
of new security issues, realized the enormous 
difficulties that. would have to be overcome, 
were they to pass upon the merits of all new 
issues. Instead of licensing dealers or issues, 


® See Jack E. Nida: “Trends in Blue Sky Legisla- 
tion,” Proceedings of the 16. Annual Convention of the 
National Association of Securities Commissioners; 
John E. Dalton: “The Development and Future Trends 
in State Security Regulation,” Harvard Business Re- 
view, October, 1933. 
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the protection of the investor was attempted 
at by giving the Attorney General plenary 
investigatory powers to persecute financial 
fraud, to estop fradulent sales through 
temporary or fraudulent injunction and to 
punish those found guilty. Under this system, 
the effectiveness of the protection was varied 
in proportion to the zeal of the men adminis- 
tering the Act and their appropriations. 

B. Control of Dealers. The states of Penn- 
sylvania, Maine, New Hampshire and 
Colorado have adopted a system involving 
control of dealers and of those corporations 
that sell their securities directly to the pub- 
lic. All securities issues have to be submitted 
to the commissioners and if found “unjust, 
unfair or unequitable”’ can be stopped from 
distribution to the public by the simple de- 
vice of revoking the dealer’s license in case of 
disobedience. 

C. Control of Dealers and’ Enforcement of 
registration and licensing of new issues. 
Thirty-one states have adopted this method 
of protection which has found a certain de- 
gree of national recognition by having been 
embodied in the “Uniform Sale of Securities 
Act.” The latter was drafted by the National 
Conference of Commissioners on Uniform 
State Laws and was adopted by the National 
Association of Blue Sky Commissioners in 
1929. Under this plan, not only all dealers 
are licensed, but also all non-exempt securi- 
ties have to be registered and qualified before 
the commission before sale to the public will 
be permitted. The commissions are charged 
not only with the duty of enforcing complete 
and trustful publicity for new issues but are 
also burdened with the great responsibility 
of having to pass on the adequacy of the 
bargain between issuer and the public.’ 

From the summary of the major classifica- 
tions of state blue sky legislation it becomes 


7A recent case may illustrate the point. The com- 
mon stock of the “Minneapolis Brewing Company” was 
offered in July 1938 to the public through local security 
dealers for eight dollars a share. After examination of 
the issue the State Security Commission published its 
opinion that the stock should not be sold for a price 
higher than three dollars and a half. To avoid thisscaling 
down of their profits, the dealers listed the stock for 
eight dollars on the Chicago Curb Exchange, at the 
— taking brokers’ orders to buy at the prices 
quoted, 
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evident that the Federal Securities Act goes 
farther than the Fraud Acts, but by no 
means attempts the protection now provided 
in most of our state securities acts. The lack 
of efficiency of the more ambitious blue sky 
laws lies in their importency in interstate 
traffic and in the often found inadequacy of 
administrative enforcement. 


SUMMARY OF THE ACT 


After Section 1 (1-12) the terms “secu- 
rity,” “person,” “‘sale,”’ “issuer,”’ ““Commis- 
sion,” “territory,” “interstate commerce,” 
“registration statement,” “‘written,” “‘pro- 
spectus,” “‘underwriter,” and “dealer” have 
been defined. Sections 2 and 3 enumerate 
exempted classes of securities and transac- 
tions. Exempted securities are: 

(1) All municipal securities 

(2) = and bank securities (already super- 

(8) Short-term paper (not exceeding 9 months) 

(4) Eleemosynary institutions 

(5) Building and Loan associations 

(6) Certificates issued by a receiver or by a 
trustee in bankruptcy 


Exempted transactions are: 


(1) Transactions by any person other than an 
issuer, underwriter or dealer 
(2) Transactions not involving any public offer- 


ing 

(8) Transactions by a dealer after one year has 
elapsed since bona fide public offering, pro- 
vided that no sale of unsold allotments is 
involved 

(4) Brokers’ Transactions 

(5) Exchange of securities, if no commission or 
other remuneration is paid or given directly 
or indirectly 

(6) Issuance of Securities to the existing security 
holders or other existing creditors of a corpo- 
ration in the process of a bona fide reorganiza- 
tion of such corporation under the supervision 
of the court 


All non-exempt securities, if offered for sale, 

have to be registered with the Commission. 
Thus far four different registration forms 

have been compiled by the Federal Trade 

Commission: 

(1) For all corporations: Form A-1 ($1 pages) 

(2) For investment trusts: Form C-1 (21 pages) 
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(8) For certificates of deposit: Form D-1 (18 


pages) 
(4) For reorganization: Form D-2 (29 pages) 


Section 8 introduces the so-called “cooling 
period” of 20 days. Section 11 establishes the 
civil liabilities discussed later, while the 
other sections deal with ancilliary functions 
and methods of procedure of the Commis- 
sion. 

CIVIL LIABILITIES 


The very severe liability provisions of the 
act are imposed on five groups of people: 


(1) The issuing corporation, i.e. the stockholders 
as far as their holdings are concerned. 

(2) The directors of the corporation, whether or 
not they have the registration statement. 

(8) The chief officers of the corporation, namely 
the chief executive, the chief financial and the 
chief accounting officer. 

(4) The experts, such as accountants, engineers, 
lawyers and appraisers, and any person whose 
profession gives authority to a statement 
made by him. 

(5) The underwriters, i.e. the investment bank- 
ers. 


Though all these five groups may be liable 
for misstatements or omissions of material 
facts in the registration statement, their 
liability is based on different standards of 
conduct. 

A misstatement or an omission of a ma- 
terial fact is any statement that may have 
induced a person to purchase or to abstain 
from purchasing a security. The ambiguity 
of the phrasing was chosen with care: It 
reflects the opinion of the legislator, namely 
that “Half a truth is no better than a down- 
right falsehood.” This statement incidentally 
is a quotation from the affirmation by the 
British Court of Criminal Appeal which in 
July 1931 sentenced Lord Kylsant, the presi- 
dent of the Royal Mail Steamship Line, to 
prison for one year. The conviction was 
based on the issuance of a false prospectus 
in 1928 for the purpose of inducing subscrip- 
tions to some ten millions of dollars of deben- 
tures. The prospectus stated truthfully 
enough the average balance available for the 
previous ten years, but the prosecution 
claimed that Lord Kylsant deliberately con- 


cealed the fact that the first three years of 
the ten—the war years—were extremely 
prosperous, as compared with the seven very 
lean years that followed. Justice Wright, who 
presided at the trial, remarked in his sum- 
ming up, “One cannot help wondering 
whether those who manage big companies 
do not sometimes forget that the directors of 
a company are the agents and trustees of 
shareholders, and that, subject to ordinary 
commercial necessities, they owe them full 
information.”’® 


OPPRESSIVE FEATURES OF THE ACT 


Opposition to the act as felt by those who 
are affected by its severe liability provisions 
centers on two points. Opposition is voiced 
first against the imposition of full liability for 
all losses suffered by all purchasers. Appre- 
hension is caused, furthermore, to experts, 
such as accountants, by the apparent mean- 
ing of the law that full liability for all losses 
suffered by all purchasers of an issue is to be 
borne even if the registration statement con- 
tained misleading information on an item 
totaling only a fraction of the whole loss. 

The obvious lack of proportion reflected in 
these two provisions has raised the question 
of whether this interpretation of the act is 
correct. Unfortunately, for those affected, 
however, Dr. James M. Landis, newly 
elected member of the Federal Trade Com- 
mission, confirmed this version in his address 
before the New York State Society of Certi- 
fied Public Accountants on October 30. Dr. 
Landis deplored the practice of conjuring 
what he called “bogey to frighten those 
who may wish to seek new financing through 
public issues. In his defense of the act he 
really admitted all the points that have been 
raised against it. He admitted that each per- 
son whose liability on the registration state- 
ment has been established is responsible in 
damages to any purchaser of the security, 
whether such person shall have purchased 
from him or from some other person. ‘““Theo- 


8 “High and Low Financiers” (Some Notorious 
Swindlers and Their Abuses of the Modern Stock Sell- 
ing System) by Watson Washburn and Edmund §. 
DeLong, Bobbs-Merrill Company, Indianapolis, 1932 
(Reviewed by the author in The Accountine REvIEW, 
December 1932, pp. 306-308). 
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The Accountant and the Securities Act 


retically,”’ according to Dr. Landis, “this 
means that each person so liable can be held 
to a liability equivalent to that of the total 
offering price of the issue.”’ Dr. Landis then 
claimed that several factors would operate to 
keep the liability within smaller bounds, 
because 


(1) The value of carefully floated issues can 
hardly be assumed to reach zero. 

(2) Every purchaser would not be likely to bring 
suit. 

(8) The fixing of liability—generally, a compli- 
cated question of fact—would be retriable in 
every suit and it cannot be assumed that 
every issue would come to the same conelu- 
sion. 

(4) Each person liable has a right of contribution 
against every other person liable, unless the 
one suing is guilty of fraud and the other is 
not. 


It is obvious from this statement that Dr. 
Landis’ interpretation of the act represents 
an admission of the oppressive liability im- 
posed by the act and that the “bogey men” 
are only too real. The liability for the full 
amount of the issue is imposed on all groups 
of persons held responsible. 


CONCLUSIONS 


The Federal Trade Commission’s powers 
of regulation and interpretation of the Fed- 
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eral Securities Act may with the advice of 
investment bankers, lawyers and account- 
ants shape the act in its present form into a 
legal instrument which achieves its admira- 
ble purpose ‘‘of protecting the investor with- 
out interference with honest business.” The 
need of advice from accountants is reflected 
in the numerical composition of the Securi- 
ties Division of the Federal Trade Commis- 
sion where the accountants are said to out- 
number the lawyers twenty-four to ten. 

A general criticism of the act would urge 
certain restrictions on the civil liabilities 
and on the other hand certain extensions to 
make the act a better instrument for the so- 
cial control of new investments. Instead of 
merely punishing fraud or negligence, the 
federal government may choose to advise 
and warn investors in regard to the economic 
soundness of new ventures. 

As a recommendation of a more specific 
nature, it may be suggested that the present 
liability provisions, if kept fully intact, 
should apply only to the issuance and public 
offering of bonds, but not of stocks. The 
investor in bonds wants safety, and entre- 
preneurial initiative is not curtailed if ac- 
countants are forced to understate assets and 
to overstate liabilities in order to avoid re- 
sponsibility. Such enforcement of overcon- 
servative appraisals would obviously sharply 


PercentTaGE oF Bonps To Toran CAPITALIZATION 


I. Roads with Heaviest Funded Debt 
(All in receivership) 


Railroad: 1982 30 
International Great Northern.... 87% 87% 87% 
Mobile and Ohio............... 86 86 88 
Central of Georgia............. 
New Orleans, Texas & Mexico... 75 15 15 
Missouri Pacific............... 73 73 72 
St. Louis, San Francisco. ....... 72 72 72 
Seaboard Airline.............. 68 68 68 


"29 28 "27 26 "26 "24 "23 


87% 871% 15% 85% 88% 88% 88% 
86 87 86 85 85 84 
80 80 80 80 81 80 79 
75 75 75 75 74 73 71 
75 75 75 73 72 68 66 
71 69 68 67 66 64 62 
71 71 81 84 84 84 83 
76 76 715 75 73 71 71 


* Not in receivership because interest was paid by Canadian Pacific. 
II. Roads with Lightest Funded Debt 


(All in good shape) 
Norfolk & Western............. 87% 38% 41% 41% 41% 42% 42% 4% 4% 10% 
Atchison, Topeka and Santa Fe.. 46 46 46 46 44 44 44 44 44 
NS 52 53 53 53 56 56 56 56 56 56 
MT a cacdeces 54 54 55 56 61 61 62 68 15 73 
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reduce the number of bond issues and of their 
relative amounts. This fact would be of bene- 
fit both to issuers as well as investors. The fol- 
lowing table shows the fatal result of the top- 
heavy capital structure of certain railroads 
during thisdepression. Similar examplescould 
be provided for industrials and public utili- 
ties. The losses on bonds suffered by our 


banks, insurance companies, savings institu- 
tions, and trust funds merely reflect the 
other side of the picture. Overemphasis on 
conservatism can only benefit society if ap- 
plied to new bond flotations; the sale of com- 
mon stocks as an invitation to become a 
partner in a new enterprise should not be 
unduly restricted by civil liabilities. 
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ACCOUNTANCY UNDER ECONOMIC 
SE LF-GOVERNMENT* 


HE experiences of the late “twenties” 

and the early “thirties” have led pub- 

lie opinion to the conviction that un- 
restrained individualism in the pursuit of 
profit has proved detrimental to general 
social welfare. The result of this conviction 
has been the appearance of numerous plans 
for the better control of economic and busi- 
ness affairs. But the concept of economic 
planning, as currently understood and ex- 
plained, implies the creation of a too rigid 
scheme of economic control, lays too much 
emphasis upon the ultimate ideal and ma- 
terial ends to be achieved, demands over- 
simplification of the practical requirements, 
and gives over too much to the government. 

It should be possible, however, to evolve 
a system of economic planning which would 
delineate the powers of political government, 
distinguish between those that are economic 
and those that are social, as well as define 
and restore those that are economic to a 
system of economic administration emanat- 
ing from producers and consumers. It should 
be possible to institute a system of economic 
government of industry, commerce, trans- 
portation, communication, banking, credit, 
investment and finance which would ad- 
minister its own affairs intelligently with due 
regard for the conditions of social and eco- 
nomic welfare, and put an end to the present 
inflated system of political government, 
which, springing from purely personal politi- 
cal motives and ending with merely political 
advantage for individuals or groups, has 
become both a means and an end, while eco- 
nomic and social matters have been reduced 
tothe status of pawns in the great political 
game. 

There is general discontent with the eco- 
nomic system, with the political system, and 
with the relation between the two. There 
is also general adversion to political and 
bureaucratic government interference in eco- 
nomic affairs. Yet most of the proposals for 


* Condensed by permission of the publishers from 
W. C. Schluter’s Economic Cycles and Crises. 


economic planning seem designed to work 
down rather than up, to engineer an eco- 
nomic scheme of control politically. They 
smell of political dictatorship over the eco- 
nomic affairs of men, of political bureaucracy 
and obedience. 

A National Economic Council is often 
proposed. But usually this council is con- 
ceived as a superstructure to be imposed 
upon the existing national economy. The 
constitution of this body, and the powers 
suggested as appropriate for it, would ob- 
viously make such an institution an eco- 
nomic dictator—a benevolent dictator cer- 
tainly, solicitous for the welfare of the peo- 
ple, but an omnipotent ruler none the less. 
This is not according to American ideals. 
Under the American scheme of things self 
government is the watchword—self-govern- 
ment being that system under which power 
is derived from the members of the com- 
munity or nation, and vested in an individual 
leader or organized body of leaders who are 
responsible to these members. 

A National Economic Council to fit the 
American idea therefore should receive its 
powers, duties and responsibilities from the 
business system which it would represent. 
Such a body would not be a revolutionary 
proposal; it is modeled upon the system 
long accepted by the American people in 
political matters. It would be a body which 
was representative of the whole business 
and economic electorate. It would exist as a 
centralizing and coordinating element in 
economic self government; it would be duly 
constituted by business interests—capital, 
labor, and management—it would represent 
them in every way needed, and in turn, these 
interests would be subject to its administra- 
tive leadership, control and guidance. 

Such a National Economic Council would 
stand at the apex of a pyramid consisting of 
the business enterprises of the land or- 
ganized into an integrated system c! business 
associations, institutes and federations, reach- 
ing back finally to the business electorate 
itself—executives, clerks, workers, investors. 


e 
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This council would consist of seven major 
divisions, (1) production industries (2) com- 
merce (3) transportation (4) communica- 
tions (5) banking, investment, and finance 
(6) accounting, business and economic infor- 
mation, and valuations (7) governmental. 

The seventh division would function prin- 
cipally asthe meansof contact between politi- 
cal government and economic government. 
The primary role of government in these 
contacts would be that of arbitrator of con- 
flicting views. 

Below the National Economic Council at 
the apex, the pyramid would rest upon a base 
consisting of owners, workers, and managers 
organized into business enterprises. Enter- 
prises in the same industry would organize 
policy-forming institutes for the respective 
lines of activity (e.g., Textile Institute) 
to stand as an organized government of the 
industry between the trend of economic con- 
ditions and the separate enterprises within 
the industry. The boards of managers of the 
institutes should be appointed by an elec- 
toral congress composed of representatives 
of labor and capital (but not of management) 
comprising the several enterprises in the 
proportion which the number of suppliers of 
capital bears to the number of wage and 
salary earners. 

Institutes in related lines would in turn 
be organized by similar methods into Federa- 
tions which would function in the larger 
field especially in trying to keep a balance be- 
tween production and consumption and in 
coordinating National Economic Council 
policy and the policies of the various insti- 
tutes. Election to the federation councils 
should be by the general administrative 
councils (boards of managers) of the constit- 
uent institutes. Representatives to the in- 
dustries section of the National Economic 
Council would be selected by the administra- 
tive councils of the several federations. And 
thus the pyramid would be completed and 
industrial government would derive its man- 
date from its own electorate. 

Of particular interest is the sixth (or Ac- 
counting) division of the Council. If an effec- 
tive scheme of business self government 
along the lines indicated above is to prevail, 
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the present concept of accounting and its 
function must be radically altered. Already 
the “public interest’ in the accounting 
methods and procedures of private enter. 
prise is marked. Accounting from the stand- 
point of profit seeking, as practiced by com- 
petitive individual enterprises, is slowly 
giving way to the employment of accounting 
and accounting facts with a view of control- 
ling and guiding private enterprise in the 
interest of social and economic stability. 

It is not possible in this connection to 
describe at length the deficiencies in modern 
business accounting methods. These deficien- 
cies are striking reflections of the general 
confusion attendant upon the complexity 
and uncertain course of our business and 
economic activity. Considering the fact that 
private, individualistic and competitive busi- 
ness enterprise, as we have known it, had 
to do the best it could with accounting 
methods and procedures in a turbulent eco- 
nomic world, the results achieved, judged on 
the basis of the profit motive, are all that 
could have been expected. It can also be 
readily understood why accounting has be 
come more of an instrument of policy, rather 
than a basis for policy, because enterprises 
found it more and more necessary to fight for 
security in the complex and confusing eco 
nomic order. However this may be, the pro 
posed plan of economic administration re 
quires a modification in the concept of ac 
counting function. 

We may summarize existing accounting 
methods and procedures as follows: (1)They 
have been developed and employed for profit 
in the sole interest of business management. 
(2) Valuations, the essence of accounting, 
have had their bases in capricious price 
movements and in variable business condi- 
tions affecting earnings. (3) The accounting 
records have revealed only past financial 
performance of individual enterprises asé 
basis for estimating future prospects for 
these enterprises. (4) Accounting has been 
largely used to justify price or financial poli- 
cies, and is wrapped up with business policies 
generally rather than serving as an instru- 
ment of fact-finding for deriving approxt 
mately sound valuations for business capi 


concept 


tional 
et. T 
the al 
and p 
of acc 
ing tl 
tion. 


q 
talizatic 
busines: 
| secretly 
have be 
case of 
Interstz 
parison 
either 
enterpr 
industr 
The 
= nomic a 
ardized 
busines 
teratiol 
dures t 
4 in the 
that all 
necessa 
econo 
from tl 
by the 
4 to be « 
necess¢ 
busines 
and ot 
| after v 
have b 
tion th 
a prises 
| tional 
| ments 
operat 
which 
; ing th 
’ in ace 
balanc 
Fifth, 
admin 
policie 
the p 
indivi 


Accounting Under Economic Self-Government 


talization. (5) Accounting methods and pro- 
cedures have been employed as an individual 
business matter, with accounting results 
secretly guarded. (6) Accounting standards 
have been but little developed, except in the 
case of railroads, under the influence of the 
Interstate Commerce Commission, and com- 
parisons of accounts have been impossible, 
either over a period of time, for individual 
enterprises, or for all the enterprises in an 
industry. 

The fundamental elements in our new 
conception of accounting, required for eco- 
nomic administration, are five: First, a stand- 
ardized system of accounting for all 
business enterprises, with the necessary al- 
terations in accounting methods and proce- 
dures to fulfill the function of accounting 
in the new order. Second, the requirement 
that all accountancy be integrated with the 
necessary business calculations, which, in 
economic administration, are to be derived 
from the policies declared from time to time 
by the system of institutes, these policies 
to be collectively decided upon. Third, the 
necessary condition that all accounting and 
business calculations be the basis of price 
and other policies for business enterprises 
after valuations and business capitalizations 
have been truly set forth. Fourth, the realiza- 
tion that the accounts of ail business enter- 
prises should permit integration into a na- 
tional balance sheet, consisting of state- 
ments of assets and liabilities, as well as 
operating statements of costs and income, 
which is to become the basis for administer- 
ing the distribution of the national income 
in accordance with the requirements of a 
balanced system of national social economy. 
Fifth, the coordination of policies of business 
administration with the social-economic 
policies of welfare, obtained on the basis of 
the proper integration of the accounts of 
individual business enterprises with the na- 
tional social and economic program or budg- 
et. These proposed changes suggest that 
the alterations necessary lie both in method 
and procedure of accounting and in the use 
of accounting data for the purposes of attain- 


ing the objectives of economic administra- 
tion. 
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In the proposed program of economic ad- 
ministration, the coordination of business 
policies through an institutional system of 
industrial government, the correlating of 
these policies with a social and economic 
program, and the inauguration of systematic 
accounting consistent with this program, 
would serve, in a large measure, as a basis 
for predetermining prices and their course. 
The regimentation of industries and business 
enterprises into Institutes, Federations and a 
National Economie Council, with the syn- 
chronization, or coordination, of policies, 
both business and economic, should reduce 
the capriciousness of price movements. 
Standardization of accounting and the use 
of accountancy as a basis for determining 
business and economic policies, and the em- 
ployment of accounting records to make 
business calculations, through budgetary 
procedures, consistent with the national 
economic and industrial program, would 
convert prices into instruments of policies, 
instead of continuing a state of affairs in 
which policies are dominated or detetmined 
by the “free play’ of prices. Accounting 
would thus be brought into the service of in- 
dustry and commerce, and, when all is said 
and done, into the service of the social and 
economic welfare of the nation as a whole. 

Recognition has already been given, re- 
cently to the necessity for an adequate sys- 
tem of accounting, as well as to the value 
of publicity in the accounts of business enter- 
prises, in order to aid investors in properly 
appraising the worth of securities. We have 
already witnessed, also, the policies of the 
Interstate Commerce Commission, of vari- 
ous State Public Service Commissions and of 
Federal and State banking authorities, in 
seeking a standardization of accounts as well 
as publicity in regard to accounting records 
of railroads, utilities and banks. The security 
exchange and the credit departments of 
banks and business concerns require definite 
types and forms of accounting information. 
Much of this has been done for the protec- 
tion of the investor and the creditor. How- 
ever, in cases where such efforts have been 
directed toward the railroads and other pub- 
lic service enterprises, the object has been to 
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determine the economic justification of the 
rates charged by these business enterprises 
for services rendered to the public. 

All of this indicates that, in America, we 
have already accepted the principle of stand- 
ardization of accounts and the use of ac- 
counting data as a basis for determining the 
justice, appropriateness, or reasonableness of 
prices. Would it, therefore, seem a radical 
step to require, under the proposed plan of 
economic administration, that this principle 
be extended to cover all business enterprises 
whether engaged in rendering services or in 
offering commodities to the public? Atten- 
tion must again be called to the conflict of 
issues that our proposal is to settle—-self- 
government of industry, commerce, and 
banking, versus governmental control or 
regulation. This issue being present, the sug- 
gestion concerning accountancy should be re- 
garded as an agreeable measure worthy of 
adoption in the interest of business itself 
which should use it in the interest of eco- 
nomic stability. The function of accounting 
should be to serve as an instrument of pric- 
ing, and as a means of keeping valuation of 
business assets, and, therefore, business 
capitalization, on an even keel. Business 
valuations and capitalizations should not 
chase capricious price fluctuations, but 
should be governed by prices that are con- 
trolled as effectively as possible through ade- 
quate accountancy combined with the collec- 
tive and coordinated policies of the institu- 
tional government of business. 

Turning now to the necessary form that 
the Institutes of Accountancy and Pricing, 
or Valuation, must assume in the scheme of 
economic administration, it is apparent, in 
the first place, that, under federal incorpora- 
tion, all business enterprises should be re- 
quired to keep accounts according to the 
standards prescribed by the Federal Govern- 
ment. Naturally the form of accounting sys- 
tems and balance sheets prescribed should be 
adapted to the various types of industries. 
But, whatever differences must be allowed 
for, the fundamental principles of accounting 
to be adhered to should be identical, al- 
though they might have to be applied dif- 
ferently. These principles should cover the 


following: rules for valuation of assets; 
handling of depreciation, maintenance and 
obsolescence; methods of determining and 
accounting for reserves; complete differentia- 
tion between items of assets and liabilities, 
or the breaking down of all such items into 
an individual and specific form; and clear- 
cut statements of all items of liabilities. All 
such balance-sheet ru'es should be rigidly 
systematized and enforced to a point where 
no subterfuges can be practiced, and similar 
rules should be laid down for the profit-and- 
loss account. Items of cost, or expense, and 
of income should be individualized, together 
with all sales, allowances, deductions and 
additions to income. In short, accounting 
should faithfully and honestly account for 
the assets and liabilities, the costs and in- 
come, of an enterprise. Items in accounts 
should have definite and specific meanings 
for similar enterprises. This common de- 
nominator of individualized meanings should 
permit combination of any number of bal- 
ance sheets and income statements of enter- 
prises, so that the combined statements will 
be as meaningful as any individual statement 
of the accounts of any one enterprise. 

Second, in addition to standardized and 
uniform accounting methods, and, therefore, 
records, each business enterprise should be 
required to keep other internal records in 
regard to such matters as number of em- 
ployees; turnover of labor personnel; physi- 
cal volume of purchases, production and 
sales; rates of wages of various classes of em- 
ployees; types or classes of labor personnel; 
methods of wage payment; stocks or inven- 
tory; size, and changes in size, of plants; 
production capacity, etc. These data te 
gether with those of accounting, should be 
continually available at the end of definitely 
prescribed periods. The fiscal year should be 
the same for all enterprises and also conter- 
minous with the “natural” year for all en 
terprises in the various industries. 

Third, each Institute of Industry, Com- 
merce, Transportation, Communication, 
Banking, Investment, and Finance should 
have an affiliated Institute of Accounting. 
This Institute of Accounting should be or 
ganized and managed by a personnel selected 
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by the individual institute, with which it is 
affliated. On the one hand, the Institute of 
Accounting would be linked with the several 
individual business enterprises that belong 
to the group, and, on the other, it would 
operate in close connection with the institute 
with which it is affiliated. This Institute of 
Accounting, in a real sense, would be a con- 
solidation of the accounting departments of 
the individual enterprises, that is, of the ac- 
counting records and the internal business 
data. It would be the records section of the 
industry, the field of commerce, of banking, 
of communication, transportation, invest- 
ment or finance, that it represents. These 
Institutes of Accounting would receive and 
hold in their possession the accounting 
records and internal business data of each 
individual enterprise, and would combine the 
balance sheets, as well as the profit-and-loss 
accounts, of all enterprises into a complete 
statement of accounting conditions in the 
field. 

Fourth, the several Institutes of Account- 
ing should then be federated, paralleling the 
federations of Institutes of Industry, Com- 
merce, etc., and faithfully aligned with the 
systems of federations as previously dis- 
closed. They would thus serve as the ac- 
counting-and-statistical-records departments 
of the federations. On the one hand, these 
federated accounting institutes would be 
representative of the individual Institutes of 
Accounting, and, on the other, they would 
be functioning in relation to the federated 
Institutes of Industry, Commerce, Transpor- 
tation, and so on. 

Fifth, within the National Economic 
Council, there should be a National Insti- 
tute of Accounting. This organization would 
be similar to the accounting division of the 
Interstate Commerce Commission for rail- 
roads, or to the bank examination and re- 
ports section of the Comptroller of the Cur- 
rency or Federal Reserve Board, for banks. 
The National Institute of Accounting would 
not only include these branches of business, 
however, but would incorporate also all other 
enterprises, regardless of the field of opera- 
tion. This body would work through the fed- 
erations of Institutes of Accounting, and 


would thus indirectly reach down to the 
Institutes of Accounting and, further, even, 
to the individual business enterprises. 

Sixth, it remains for us to consider the or- 
ganization for administering the supervisory 
and regulatory control so necessary to the 
efficient operation of accountancy and to the 
important use to be made of accounting and 
business data. In this connection, it is pro- 
posed to eliminate the present-day system of 
certifying individual public accountants and 
to shift this important work to a governmen- 
tal body with a status, in our Federal Gov- 
ernment administration, similar to that of 
the Supreme Court of the United States. The 
National Institute of Accounting should con- 
sist of three divisions: (1) The division of ac- 
counting theory, methods, forms and pro- 
cedures. This section would be empowered 
to develop the theory and principles of ac- 
counting to be applied in the business enter- 
prises; to designate the forms and procedure 
to be employed in the promulgation of 
financial statements; and to outline the pro- 
cedures to be followed by the various Insti- 
tutes of Accounting and their federations. 
(2) The division of reports, whose duty it 
would be to receive the accounting and sta- 
tistical data through the Accounting Insti- 
tutes and Federations, for classification and 
compilation. (3) The division of examination, 
supervision and audit. This branch should 
consist of a Board of Major Auditors, whose 
appointment prerogatives and privileges 
should be similar to those of the members of 
the Supreme Court of the United States. 
Under their jurisdiction there should be a 
staff of examiners or auditors, whose duties 
would be similar to those now performed by 
public accounting firms. Examinations and 
audits should be performed as a matter of 
course, and certificates of audit should. be 
issued over a seal of the National Institute of 
Accounting. These examinations and audits 
are to reveal any departures from the rules 
and regulations promulgated as governing 
accounting by business enterprises in 
to such matters as form of financial state- 
ments, nature of internal business data to be 
reported, time of issuing financial statement, 
and so forth. Stipulated penalties should be 
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provided for non-conformity to the required 
accounting procedure. In cases of wilful 
misstatements, or fraudulent accounting 
practices, the Major Board of Auditors 
should sit as a court, for the purpose of re- 
viewing the facts and of determining the 
penalties to be imposed upon the guilty 
parties. This Board should serve, in addition, 
on cases appealed to it by Institutes and 
Federations of Industry, Commerce, Trans- 
portation, etc., involving questions of valua- 
tion and of price determination, whenever 
agreements cannot otherwise be obtained. 
In these matters, the Board would function 
as an arbitrator, rather than as a court of 
final decision . . . 

In a more immediate sense, the require- 
ment for thoroughgoing accounting methods, 
as well as for the accurate recording of data 
representing the business experience of all 
business enterprises, will afford a sound fac- 
tual basis for coordinated management of 
the business system. To a large degree, eco- 
nomic conditions have their origin in the 
manner in which individual business enter- 
prises conduct their affairs. Sound business 
management is the primary desideratum in 
the economic system. This is as true under 
the present business regime as it will be under 
the proposed plan of economic administra- 
tion. The hit-and-miss procedure of conduct- 
ing private business enterprises can only 
breed the germs of economic dislocation and 
disruption. On account of this decisive in- 
fluence of the operations of business enter- 
prises upon social and economic conditions, 
systematic and efficient methods and record- 
keeping should be regarded as a matter of 
social responsibility and entirely in the pub- 
lic interest. It is only necessary to point to 
the wide-flung army of institutional and in- 
dividual investors in business enterprises; to 
the almost complete dependency of wage- 
and salary-earning classes on employment 
by business enterprises; to the consumers’ 
reliance on the smooth operation of business 
enterprises for a continuous flow of goods and 
services for consumption; and to a variety of 
other forms of influences emanating from the 


operations of the system of business enter. 
prises, to appreciate the importance of sound 
business management, grounded in the fae- 
tual records of experience. 

Society, through its political government 
and through the economic government as 
here proposed, should raise the standards of 
accounting, prescribe effective accounting 
principles and procedures, and forms of 
financial statements, insist on proper pro- 
mulgation of accounts, and undertake the 
task of examination and of auditing in order 
to assure itself that business administration 
is being intelligently and scientifically per- 
formed. The beneficial results of such an un- 
dertaking would be felt in the form of sound 
and proper valuations of business assets, 
which represent the pecuniary expression of 
the economic wealth of the nation, and in the 
form of conservative business capitaliza- 
tions. 

Through the channels of this organization 
accounting information would flow from the 
business enterprises, through the Institutes 
and Federations of Accounting, to the Na- 
tional Economic Council, particularly its 
Division of Accounts. This information 
would provide the basis of a national eco- 
nomic balance sheet and economic budget 
plan. This would be of tremendous signifi- 
cance as a foundation for national economie 
and social policies. The national balance 
sheets and budgetary programs would givea 
running account of economic activity in all 
of its phases, would provide very effective 
information for apprehending the course of 
economic conditions, and would serve as @ 
basis for administering a national program 
for maintaining economic equilibrium. These 
balance sheets would present a national pic- 
ture, a cross-section of the distribution of in- 
comes and the flow of those incomes from 
production activities to the various economic 
classes. They would provide the govern- 
ment with a basis of legislative and executive 
action and otherwise serve the nation in ob- 
taining control over the conditions necessary 
to a continuing state of progressive social 
welfare. 
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THE FAILURE OF THE CITY OF 
GLASGOW BANK 


Leo RosENBLUM 


ECENT bank closings recall the history 
of the ill-fated City of Glasgow Bank, 
which closed its doors a little over 

half a century ago. The last balance sheet 
published before the closing was dated June 
5, 1878, and indicated capital, reserves and 
undistributed profits totalling £1,600,000. 
The accountants’ examination, made im- 
mediately after the closing of the bank, three 
months later, revealed that the capital and 
reserves were entirely wiped out, and that 
there was a deficiency of capital estimated 
at the astounding figure of £5,190,000. The 
immediate arrest of the bank’s directors was 
ordered. 

As in the case of the large commercial bank 
in the City of New York which failed re- 
cently, very many small business people had 
been led to become depositors in the bank 
because of its name. Some idea of the magni- 
tude and significance of the City Bank fail- 
ure may be obtained from the realization 
that in the case of the New York bank, where 
there was a maximum liability on share- 
holders of 100% of the par value of shares 
owned, the total assessment against stock- 
holders was $25,250,000, of which not more 
than $5,000,000 was expected to be collec- 
tible. The assessment against the City Bank 
shareholders—this in 1878—was about 
£4,250,000. 

The subsequent trial of the directors 
brought to light gross errors in management. 
Enormous loans had been made to borrowers 
on inadequate security; speculative invest- 
ments had been made in lands, sheep farms 
and wool in New Zealand and Australia in 
the hope of recouping banking losses; the 
bank held for investment mining stocks and 
American railway bonds and shares. False 
reports had been made to the fiscal officers 
concerning the amount of gold held as se- 
curity for notes issued, and as the need for 
greater misstatement arose, the extent of the 
falsification increased. Balance sheets and 


profit-and-loss statements were falsified so 
as to create a position of apparent liquidity 
and profitableness. So skillfully had the de- 
ceptions been practiced that on the bank’s 
last business day its £100 shares were 
quoted at £236. Subsequently it came to 
light that the bank had been supporting the 
market value of its shares by secretly pur- 
chasing stock offered for sale. Nevertheless. 
for a long period dividends had been paid at 
the rate of nine to twelve per cent per annum. 
In fact, a dividend of twelve per cent had 
been declared just before the stoppage. 

The City of Glasgow Bank was organized 
in 1839, its principal office being located in 
Glasgow, Scotland. Although the youngest 
of the Scottish Banks, by 1878 it had built 
up deposits of over £8,000,000 and its ex- 
pansion had progressed until the bank had 
one hundred thirty-three branches, located 
throughout Scotland. At the time of the 
stoppage in 1878, the City Bank had twelve 
hundred seventy-two partners or sharehold- . 
ers, whose liability for the debts of the 
bank was absolute and unlimited. 

By the beginning of the last quarter of the 
nineteenth century the influence of the great 
Seotch banks had spread to every part of 
Scotland. As contemporary comment put it: 


. . the Scotch banks . . . have of late years be- 
come more and more aggressive in their policy 
... there are many villages in which the only 
respectable building is its single bank. There are, 
indeed, villages which consist merely of a bank 
and a few cottages. In the Middle Ages the vil- 
lage was an accretion on the feudal castle. In 
modern Scotland, the village seems to have grown 
upon the bank... . There is many a village in 
Scotland with two hundred or three hundred in- 
habitants, in which there is now only one school- 
a while it boasts at least two rival bank agen- 

. In most of these places (towns and vil- 
lages) there are more banks than one; in some 
there are four or five, in some still more... It 
cannot be said that the Scottish people lack op- 
portunities for the exercise of thrift. 
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The affairs of the bank had been under the 
control of the Glasgow Board of Directors, 
consisting of the following seven members: 
Robert Salmond, aged 74; Henry Inglis, aged 
72; Lewis Potter, aged 71; John Innes Wright, 
aged 68; William Taylor, aged 66; John Stew- 
art, aged 61; Robert S. Stronach, aged 52. All 
were men of prominence in the commercial 
life of the city; several were important 
figures in its social, fraternal and philan- 
thropic life. All were, or had until recently 
been, of considerable means. The Board of 
Directors in office at the time of the stoppage 
had as a group constituted the directorate 
since 1876, the date of the earliest balance 
sheet upon which their indictment was based. 
Robert Stronach had been manager of the 
bank as well as director. 

The indictment against the seven directors 
embraced ninety pages, forty of them consti- 
tuting a list of books and documents to be 
produced. The directors were charged with 
falsehood, fraud and wilful imposition; 
felonious publication of balance sheets; is- 
suing the balance sheets as true, with intent 
to defraud; theft; breach of trust and em- 
bezzlement. It was pleaded that the duty of 
the directors and manager was to see that 
books of account were properly kept and 
that true and accurate acounts of the bank’s 
affairs were prepared from these records an- 
nually and rendered at the annual general 
meeting of the company. The charge was 
made, however, that, intending to defraud 
the members of the company and the public, 
balance sheets false and fictitious in certain 
respects (summarized in the schedule on 
pages 287 and 290) were prepared and sub- 
mitted. 

The case was tried before the High Court 
of Justiciary, in Edinburgh, the defendants 
being represented by fourteen counsel as- 
sisted by a large staff. The trial took eleven 
days. One hundred fifty-six witnesses were 
called; books and records by the truckload 
were introduced. 

Opening the case for the prosecution, the 
Lord Advocate said that “from the state of 
books and accounts of the bank, there was a 
plain and intelligible purpose in . . . bringing 
in assets where none existed... .” 
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An examination of the affairs and accounts 
of the bank was made by M’Grigor, Donald 
and Co., solicitors, and Kerr, Anderson, 
Muir and Main, chartered accountants, both 
of Glasgow. Their joint report was submitted 
about a fortnight after the closing of the 
bank. The situation found was well-sum- 
marized by Dr. M’Grigor, called by the 
prosecution. He testified: 


I knew the abstract that had been published by 
the Directors on 5th July 1878... . It showed 
that the Bank had assets exceeding liabilities to 
the amount of a million and a half (pounds) in 
round numbers. Our report brought out a balance 
of loss of £5,190,000, so that the difference be- 
tween the two results... was something over 


six and a half millions. 


The joint investigation made by the ae- 
countants and solicitors brought to light the 
deliberate falsification of the bank’s weekly 
reports to the fiscal authorities as to the 
amount of gold on hand as security (under 
the Act of 1845) against notes issued by the 
bank. John Trumbull, who had been em- 


ployed by the bank for thirty-five years, | 


holding the office of cashier for a period of 
eighteen years preceding the stoppage, testi- 
fied at the trial as follows: 


Q. In the beginning of 1878 did you find the 
Bank’s credit strained? 

A. Yes. 

Q. Did you find renewals being refused in Lon- 
don? 

A. Yes. 

Q. Did that necessitate gold being sent to 
London from the bank? 

A. Yes. During the week ending the 5th of 
January there had been £60,000 in gold sent to 
London. 

Q. In making up the statement or figures of 
the entries for that week, was the amount cor- 
rectly stated of what was in your hands? 

A. No. 

Q. What was the incorrectness? 

A. £60,000. 

Q. Between that date in January, 1878, and 
down to the stoppage of the Bank, in how many 
weeks was the amount of gold overstated in the 
returns made? 

A. I think during the whole time, except two 
weeks. ... 
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Q. But did it gradually increase? Did it gradu- 
ally come up to £293,182 at the end? 
A. Yes; about that. 


The investigators’ report showed that at 
the date of the suspension of business the 
total of advances to four firms, customers of 
the bank, amounted to £5,792,400. The se- 
curity held was estimated to be worth 
£1,522,400, resulting in an estimated deficit 
on these accounts alone of £4,270,000. 

The extent of the director’s overstatement 
of assets was well over £7,000,000. A com- 
parative statement showing the condition as 
published as of June 5, 1878 and as found of 
October 1, 1878 was prepared by the ac- 
countants. In the statement, which follows, 
the figures have been rounded to the nearest 
hundred pounds: 


287 


claimed that such differences as existed be- 
tween the books of account and the balance 
sheet were not chargeable to them, since 
they did not know of them. 


W. Morrison, the bank’s accountant, ad- 
mitted however, that instructed by two of 
the directors (Stronach, the manager of the 
bank, and Potter), he had systematically 
falsified the Balance Sheet. 


Shortly after their arrest, the directors 
made these statements: 


Porter: “Before signing, I had not examined any 
of the books or documents so as to test the ac- 
curacy of the balance sheet. . . . It certainly was 
the duty of the directors to inquire into the ad- 
vances which they knew were being made to 
the... firms but they did not do so from the 
faith they had in the manager. . . We had full 


Liabilities June 5, 1878 October 1, 1878 
£ £ 
Capital Stock 
11,892, 600 12,404,300 
Assets 
Bills, credit accounts and other advances upon security................... 8,484,500 5,996,800 
Advances on heritable property; bank buildings and furniture............. 265 , 300 211,100 
Government stocks, exchequer bills, railway and other stocks, debentures, 


Much was made of the claimed ignorance 
of the defendant directors as to the incorrect- 
ness of the bank balance sheets. The defense 
was presented and reiterated that the balance 
sheets had been prepared by the bank’s ac- 
countant and the figures appearing therein 
were compared by the directors with those in 
the bank’s Balance Ledger, as the Balance 
Ledger figures were read off by the account- 
ant at the annual meeting. The directors 


11,892, 600 12, 404,300 
faith in the manager when he presented a docu- 
ment.” 


Satmonp: “My attendance at the examination 
of the books was more a matter of form than any- 
thing else. . . The manager was perfectly aware 
that I did not examine the books or accounts, and 
the other directors acted as I did myself. We con- 
fided in the statements of the manager.” 


Taytor: “No books were ever submitted to us 
along with the balance sheets. We subscribed the 
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latter on the faith of the representations made to 
us by the officials. I do no think I ever examined 
any of the bank books with the view of testing 
the accuracy of the balance sheets. I did not 
think it was my duty as a director to do so. Such 
an examination would have involved the work 
of an accountant.” 


Later this statement was amended to indi- 
cate that Taylor “had looked over” the bal- 
ance ledger, but not critically. 


Inglis said that he had complete confi- 
dence in every statement and every figure 
laid before him. His co-directors appeared to 
him to be “‘a body of Glasgow gentlemen ir- 
reproachable in character and position.” 
Stronach, the namager, refused to make a 
statement. 

At the trial it was brought out that in 
1875 one of the partners of Smith, Fleming 
& Co. had offered a plan which would enable 
the firm to pay to the bank “‘in the course of 
fourteen years’”’ £500,000 of its obligation of 
£1,300,000. The plan necessitated the in- 
vestment of further sums of money in specu- 
lative ventures in New Zealand and Aus- 
tralian lands. The Smith, Fleming & Co. ac- 
count could hardly be called liquid! 

The Solicitor-General questioned Flem- 
ing, bringing out the poor financial position 
and prospects of Fleming’s firm during the 
period in which large advances had been 
made to it: 


Q. (By the Solicitor General)—From 1873 
downwards were you ever able to present any 
substantial change that had taken place in your 
affairs to the Manager or Directors of the Bank? 

A. Do you mean an improvement? 

Q. Yes? A No. 

Q. Hopes always, but nothing more? A Hopes, 
but nothing more. . . . 

Q. Did the Bank at any time from 1873 down- 
wards decline to give you any advance that you 
asked? 

A. Never; never finally declined. 


The investigators’ comments on the Ameri- 
can investments of the bank are of interest. 
Securities of a book value of over one million 
pounds were estimated by the accountants 
and solicitors to be worth about four hun- 
dred thousand pounds. The securities in- 
cluded $2,910,000 of 7% bonds of the Western 


Union Railway of America (valued at 75), 
and stock of the same railway set up at 
£398,468 sterling, but worth only £11,950-0-0, 
The bank also held “in connection with the 
above railway company (who have the op- 
tion of purchasing it under arbitration) the 
property of the Racine Warehouse & Dock 
Company, acquired at a cost of $300,000. 
but now worth only $30,000... . ; they also 
hold 3273 shares of $100. each in the Mil- 
waukee and St. Paul Railway, which, at 31 
per cent, the present selling price, represent 
$101,463 ....” 

During the five years preceding the closing 
of the bank, between fifty and sixty per cent 
of the total of advances on credits, discounts 
and overdrafts represented the debt of eight 
firms and the bank’s directors. Of the total of 
almost £2,000,000 advanced on foreign and 
colonial credits at June 1878, practically the 
entire sum represented advances to the eight 
firms, who, with the directors, owed, in all, 
at June 5, over £6,175,000. There can be no 
disagreement with the Lord Advocate’s com- 
ment, ““To a person who knew these figures, 
the stoppage of the bank could hardly be a 
surprise.” 

In connection with the financing of the 
purchases of property in New Zealand and 
Australia, it was brought out that undated, 
blank drafts in packages of fifty or one hun- 
dred, drawn by a firm in Melbourne, in 
favor of Morton & Co., were delivered to the 
firm of Potter, Wilson & Co., of Glasgow, for 
use as required for financing purposes. When 
issued by Potter, Wilson & Co., the drafts 
were antedated a sufficiently long period to 
correspond with the time required in transit 
from Melbourne, and the amounts were 
filled in. The drafts were accepted by the 
City Bank and generally discounted in Lon- 
don. The proceeds were intended for the City 
Bank, the transactions being effected in the 
above manner to hide from the money mar- 
ket and the bank’s employees the fact that 
the paper discounted was for financing pur- 


poses. 

The Lord Advocate brought out that had 
the bank not included in the Profit-and-Loss 
account interest on the large unpaid loans, 
there would have been no “‘profits.”’ ““What 
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they were paying in dividends they were 
eating out of capital.” 

In defending director Potter his counsel 
pointed out that Potter had reached seventy 
years of age in 1876 and when a man had ar- 
rived at that age after having been “at the 
head of great businesses and enterprises for 
fifty years,” he avoided details, leaving them 
to younger men more conversant with them, 
“perhaps better figurers and accountants.” 
At that age what was expected of a man were 
“the results of his wide experience, with re- 
sults of his broad and general views, and not 
that he should sit down like an office boy at 
the desk and figure accounts.” 

Defending director Salmond, Counsel said, 
“It was a mere matter of bookkeeping 
whether a certain item of interest should go 
under a Profit and Loss or Suspense account. 
Were the directors to go and examine every 
detail of the books of the bank and look over 
every account to see whether the particular 
amount and interest was to be put under the 
Suspense account or Profit and Loss?” 

Counsel for Stronach pointed out that 
the Crown had put no one on the stand to 
testify that the New Zealand and Australian 
land investment was worthless, whereas the 
defendants had showed by four or five wit- 
nesses that “the investment would in time, 
if trade revived, double or triple the money 
paid in for it.”” Counsel felt that “in the 
purchases by the bank itself, that was one 
of the best, most politic, soundest and ju- 
dicious accounts of these directors at the 
time they did it....” Surely this was a 
generous appraisal! 

The jury found Stronach (manager and 
director) and Potter (director) guilty of 
fabricating, falsifying and publishing the 
balance sheets; the remaining directors were 
found guilty of publishing the balance sheets, 
knowing them to be false. All the directors 
were cleared of any implication that their 
acts had been motivated by corrupt personal 
ends. At the date of the conviction the direc- 
tors had already spent three months in de- 
tention. 

On February 1, 1879 the Court passed 
sentence on the directors. Potter and Stron- 
ach were each sentenced to confinement for 


eighteen months. Salmond, Wright, Taylor, 
Inglis and Stewart were given sentences of 
eight months each. 

The London Times found the sentence less 
severe than had been expected, remarking: 


A commercial fraud of the first magnitude, and 
with consequences so disastrous that the imagi- 
nation fails to follow them has been brought home 
to the guilty parties, and has been visited with no 
greater punishment than an ordinary case of 
shoplifting. . . 

With prophetic judgment the London 
Times continued : 


A sentence . . . which is less than severe amounts 
in such a case to a virtual acquittal of misconduct 
heinous in itself and disastrous in its results be- 
yond any species of offence known to the statute- 
book. The ground is thus cleared and the road 
made easy for all future transgressions of the 
kind. The Glasgow Bank tragedy was itself... a 
repetition of previous performances elsewhere. 
The same thing, it is now clear, may be acted 
over and over again with comparative impunity 
to the chief performers. . . 

The failure of the bank was followed 
shortly by the failures of a number of large 
firms whose borrowings from the bank had 
precipitated the disaster. There were numer- 
ous other failures of commercial houses which 
had been dependent upon or connected with 
these firms. The Caledonian Bank was 
forced to suspend because of hysteria with 
respect to its possible liability as a stock- 
holder in the City Bank. The bank remained 
closed for eight months; ultimately the ex- 
tent of its liability was found to be only 
£11,000. 

Four years after the suspension of the 
City Bank the liquidation was completed by 
the formation of a company to take over 
certain of the slow assets and the liabilities 
not yet liquidated. 

The outstanding failures in earlier Scotch 


banking history had been: 
Loss to Stockholders 
1773 Ayr Bank £ 663,000 
1857 Western Bank £2,816,354 


The City of Glasgow Bank failure resulted 
in greater publicity “than had ever previ- 
ously fallen to the lot of any business estab- 
lishment.” 
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The City Bank failure once more brought 
up the question of the desirability of the ac- 
ceptance by the Scotch banks of the principle 
of limited liability to stockholders as a meas- 
ure of protection against disastrous situa- 
tions comparable to that resulting from the 
City Bank failure. Within a few years of the 
failure, the Scotch unlimited banks resolved 
mutually to become limited on the basis of 
certain agreed ratios between existing and 
new capitals. 

Another question of great interest is com- 
mented upon by Kerr, famous authority on 
Scotch banking: 


. .. brought prominently forward by the disaster 
was (the question of) the propriety of the ap- 
pointment of neutral auditors to report on the 
statement of accounts issued by the banks. Hith- 
erto most of the banks had considered the practice 
as unsuited to the nature of banking business. 
Even when vehemently urged to adopt the sys- 
tem, there was a good deal of hesitation. But, 
as one after another gave in to the public demand, 
within three years after the City Bank’s failure, 
all had permanently adopted the principle of 
appointing two independent professional account- 
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ants to examine the accounts and cash balances, 
and certify as to the accuracy of the published 
annual balance sheets and profit and loss state- 
ments. 


Contemporary comment at the time of the 
bank failure was as follows: 

The New York Times, of October 3, 1878 
quoted the London Times as saying: 


The opinion expressed by bank managers is 
that a more reckless course of gambling with 
other people’s money was never pursued by any 
body of managers or Directors and that such 
engagements as these could never have been en- 
tered into had there not been either the weakest 
or most willful sanction of the speculations of 
these four firms, coupled with a negligent system 
of supervision which is hardly short of criminal. 


With respect to the failure, the Glasgow 
correspondent of the London Times wrote: 


. .. the parties chiefly concerned, and on whom 
the weight of the calamity will fall, are small 
merchants, divines and Doctors of Medicine, 
none of whom can be classed among the wealthy 
and very many of whom had invested their sav- 
ings of a lifetime, tempted by the high rate of 
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Tabulation of False and Fictitious Elements in Balance Sheets at the Dates Stated 
(Figures Rounded) 


Understatements 


10. 


. Amount of deposits and balances to credit of banking corre- 


spondents understated to the extent of........................ 


. Amount of drafts outstanding and drafts accepted by the bank and 


its London agents understated to the extent of................. 


. Amount of bills of exchange, local and country bills, credit ac- 


counts and other advances understated to the extent of.......... 


. Amount of bank notes in circulation understated to the extent of. . 


Overstatements 


. Amount of cash in hand, gold and silver coin, and notes of other 


banks overstated to the extent of..................ccceceveuee 


. Amount of government stocks, exchequer bills, railway and other 


stocks and debentures, and balances in hands of banking corre- 
spondents overstated to the extent of......................25. 


. Earnings of the bank during the year “‘were overstated under the 


head of Profit and Loss to the extent of”...................... 


. A Reserve fund to the extent 


was stated to exist while no such fund existed. 


. Bad and irrecoverable debts to an amount far exceeding the whole 


capital stock of the bank were included on the creditor side, and 
thus treated as existing and available assets of the company. 

The report represented the company as capable of paying to its 
members a dividend at the rateof.....................00000es 
and carrying forward to the credit of next year’s profit and loss ac- 


Balance Sheet of 
June 1876 June 1877 June 1878 
£ £ 
1,006, 200 1,151,500 947,300 
973,000 1,330,700 1,393,000 
2,698,500 3,227, 200 3,521,000 
76,100 89, 000 
29,100 $0,000 219, 500 
753, 200 751,800 926, 800 
123,800 129,000 125, 900 
450,000 450,000 450, 000 
11% 12% 12% 
21,365 18,501 18, 29% 
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Failure of the City of Glasgow Bank 


remuneration in the shape of dividends that have 
been current for a number of years. 


One newspaper commented editorially: 


... the utter ruin of many families of the middle 
and lower middle class is beyond a doubt. 


It was estimated that about seven hundred 
fifty clerks would be affected by the stoppage. 
One former shareholder of the bank wrote to 
the London Times: 


It is significant of the state of the concern that 
those best qualified to advise investors would 
have nothing to do with its shares; (1) Out of 450 
lawyers in Glasgow not one is involved as a share- 
holder. (2) There are 270 public accountants in 
Glasgow, of whom only one or two are sharehold- 
ers. 


The directors of the City Bank of Glasgow 
served their full sentences. The following 
news items appeared in the London Times 
at the dates indicated 
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Thursday, October 2, 1879 


The five City of Glasgow Bank directors— 
Messrs. Inglis, Taylor, Innes Wright, Salmond 
and Stewart—who have been confined for the past 
eight months in Ayr prison, were liberated be- 
tween six and eight o’clock yesterday morning 
Few persons were afoot, and the ts 
passed off quietly. 


Monday, August 2, 1880 

Robert Summers Stronach, manager, and Louis 
B. Potter, director, of the City of Glasgow Bank, 
were on Saturday morning liberated from prison 
at Perth, after having undergone eighteen months’ 
imprisonment for fraud. Stronach drove away 
from prison in a cab, accompanied by a friend, 
to Luncarty, where he took train for the north. 
Potter was released an hour afterward. He walked 
in company with his son to the station, and left 
by the seven thirty-five train for Edinburgh. Both 
Stronach and Potter appeared to be in good 
health. 


te 
1S 
th (abe 
ny 
n- 
of 
em 
al. 
OW 
te: 
om 
ne, 
av- 
of = 
‘ 
878 
300 
000 
000 
000 
| 
,500 
800 
, 900 
, 000 
pa 
’ 
. 
‘ 


THE IMPORTANCE OF CLARITY IN 
BALANCE SHEET DISPLAY* 


Rosert E. Payne 


had an inner organization in the Eco- 

nomics Department known as the 
Commerce Club, which was in some ways 
similar to this organization. The membership 
consisted of second, third, and fourth year 
students and certain members of the faculty 
of the Economics Department. At a meeting 
in 1918 we entertained a speaker from De- 
troit, who was a practicing certified public 
accountant of that city. He made the state- 
ment that while Public Accountants were 
supposed to act as public advisers to their 
clients, that nevertheless they seemd to use 
very poor judgment in making their own in- 
vestments. He went on to point out that it 
might be that, in their work of explaining 
situations to others, they became egotistical 
and regarded themselves as infallible, and 
therefore proceeded to violate all the rules of 
sound investment which they had made for 
the guidance of others. This being true, public 
accountants should learn to either take their 
own medicine or to confine their investments 
to government securities. It should be 
pointed out to anyone who expects to enter 
the field of public accounting that there is 
plenty of money to be made in his own pro- 
fession, and if he has sense enough to invest 
it in sound securities his financial condition 
will be much better than otherwise. A doctor 
who is able to earn money in the practice of 
his profession, seldom seems able to invest it 
wisely. It may be that accountants are af- 
flicted with the same disease excepting that 
they are more to blame than the doctor be- 
cause at least they should know better. 

One of the most important pieces of work 
which a public accountant is called upon to 
perform is the preparation and analysis of 
balance sheets and financial conditions. By 
no means is this the mere listing of certain 

* An address delivered before the Accountancy Club 


of the University of Illinois, Urbana, Illinois, Novem- 
ber 15, 1933. 


T* University of Michigan formerly 


assets and liabilities. It resolves itself into a 
matter of judgment in arrangement and 
valuation, and judgment is often a matter of 
one’s experience in judging and noting the 
results in previous situations. 

The first matter of prime importance to 
consider is the type of person who will be 
called upon the read the balance sheet. Any 
audit engagement (and the majority of en- 
gagements fall within this class) which neces- 
sitates the preparation of a statement show- 
ing the financial condition of a company, 
necessarily results in a report which brings 
out the findings and opinion of the account- 
ant making the report. These findings, which 
represent the only tangible evidence of a 
practitioner’s work, must necessarily be pre- 
pared from the standpoint of intelligibility 
to the reader; and the reader may fall in any 
number of classes, most of which do not in- 
clude accountants. Therefore, the facts must 
be logically and clearly stated. These readers 
may be credit grantors, such as banks and 
other current creditors, bondholders, and de- 
benture holders, or preferred stockholders, 
common stockholders, and prospective in- 
vestors. While the accountant need not neces- 
sarily show every detail which may be in- 
teresting to each one of these various classes, 
nevertheless, he must make a report whichis 
intelligible to each of them, including in the 
report no information of such vague nature 
as might create the wrong impression with 
any of them. 

In an article by our friend, Eric L. Kohler, 
in a paper which he presented before The 
American Society of Certified Public Ac 
countants, and which was reproduced in the 
December, 1931 issue of “The Certified 
Public Accountant,” there appears the fol- 
lowing statement in regard to the “‘All Pur 
pose” balance sheet: 

They mean the balance sheet of any given enter 
prise that will serve equally well the manage 
ment, the bankers, the stockholders. Generally, 
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Clarity in Balance Sheet Display 


the idea has met with approval among account- 
ants, less often among business executives, a good 
many of whom still believe that bankers, and 
sometimes directors, are entitled to a few facts 
and stockholders to an even lesser number. But 
with the constantly increasing tendency to supply 
more information to everybody, objections to 
‘one informative statement for all’ are rapidly dis- 
appearing. 


A balance sheet was once described as a 
cross section of a business at any given mo- 
ment of time. In general, this may be true, but 
that balance sheet, if prepared within fifteen 
to thirty days after its date, may look much 
different than if it were prepared six months 
after its date. Also it may, and probably will, 
look different if prepared by two different ac- 
countants. This sounds odd because we know 
that the actual financial condition could not 
change. Much of the question therefore re- 
solves itself into a matter of the soundness 
of the judgment used in preparing the bal- 
ance sheet. One accountant’s judgment may 
be better than another’s, but only time will 
tell which one of them was blessed with the 
better judgment. Experience, of course, is 
the thing which endows one with the ability 
toexercise good judgment, but do not under- 
stand me to mean that theory is of little 
value. It is tremendously important. I ob- 
tained six years of theory in school work, and 
since then I have tried to remain familiar 
with all current theory. 

Practical experience tempers the work of 
the student, but we all must continue to be 
students. Let us assume for the purpose of 
the present discussion that the judgment of 
any one accountant is the same as that of any 
other, and then discuss the problems en- 
countered in the preparation of balance 
sheets. Several principal points are involved 
which call upon the judgment of the ac- 
countant. 


1. The sound valuation of assets. 

2. The general grouping of assets and liabilities 
in such a manner as to bring out pertinent 
information and give a general picture of the 
business. 

3. The specific grouping of smaller sets of items 
for the same purpose as in Number two, and 
in order that the individual or smaller 


groups known as sub-totals, may be made 
to tell a particular story. 
4. Care that there is no omission of any ma- 
terial fact in connection with either the 
assets, the liabilities, or the net worth. As 
the Federal Securities Act would say, no 
fact must be omitted which is “material in 
the light of the facts stated.” 
5. A distinctly impartial attitude toward the 
treatment of the items, and with no regard 
for the persons or the purpose for which the 
report is being prepared. A best friend, or 
even the man who employed you may be 
ruined or may go to prison, but this cannot 
affect your impartial viewpoint. In fact, the 
present Federal Securities Act puts the 
question very squarely up to the public ac- 
countant and does not recognize him as being 
independent within the meaning of the act 
if he has any direct or indirect interest in the 
issuer, which would affect his impartiality. 
6. The two-fold effect which any particular 
state corporation law, or any Federal law, 
may have upon the display and grouping of 
the balance sheet items and upon the net 
worth section, must be noted for the infor- 
mation and guidance of the client or other 
readers of the balance sheet. 


VALUATION 


Point number one above, refers to the 
sound valuation of balance sheet assets. 
Many things, of course, may have a direct 
effect on valuation problems. Current cost 
or market value has a bearing on inventory 
values. The valuation of accounts receivable 
is affected by the company’s past experience 
in collections, by the class of merchandise 
sold, by the proper or improper operation of 
the credit department, by business condi- 
tions in general, and by many other condi- 
tions. Depreciation rates used over a period 
of years, as well as the rate for the current 
year, affect the depreciation reserve, and 
these reserves in turn affect the valuation of 
the fixed property accounts. The company’s 
earning power as evidenced by its earning 
record and somebody’s guess as to the earn- 
ings of future years, directly affect the value 
of intangibles. The company’s advertising 
program and the time elapsed, coupled with 
the past policy of the company, have a defi- 
nite bearing on the valuation of its deferred 
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advertising asset if any. The nature of the 
bonds which have been issued and whether 
they are serial or not, has a bearing on the 
value of the unamortized bond discount and 
expense asset account. Thus the public ac- 
countant goes on and on through the entire 
list of assets, scanning each one separately 
in the light of all economic conditions. 

One problem of valuation may be illus- 
trated by the following experience. In a 
recent examination, it was discovered that 
the management had been giving itself some 
systemative, but serious-minded kidding by 
working on the assumption that installment 
accounts receivable were not subject to the 
need for bad debt reserves. Some $800,000.00 
of installment accounts receivable were offset 
by only $20,000.00 in the bad debt reserve. 
Investigation, proven by the actual collec- 
tion experience of the company, disclosed 
the fact that the reserve was understated by 
at least $130,000.00. The need for an addi- 
tional reserve was not determined by the 
value of the accounts alone, but on the basis 
of the actual experience of the company 
in the past, based on past collections of its 
accounts receivable. Naturally previous 
years’ net profits were over-stated by an 
amount equal to $130,000.00, and the cur- 
rent balance sheet over-stated both the 
working capital position and the net worth 
section by an equivalent amount. Account- 
ants may oftentimes be lulled to silence when 
the item in its original inception is small, or 
when the management through convincing 
arguments leads them to believe that the 
management’s suggested treatment is per- 
fectly proper. The item may be small in the 
original instance, but a mistreatment of it 
sets a precedent which the accountant for- 
ever after has difficulty in avoiding, because 
in reversing its treatment, he must neces- 
sarily upset a decision which he has previ- 
ously made. The fact that the item being 
considered is ten times as great as the item 
on which he originally passed an opinion, 
should not alter the judgment on which his 
original conclusion was based. It is, there- 
fore, usually necessary that decisions as to 
proper treatment should always be soundly 
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made regardless of the amount of the item 
involved. 

A financial condition must be presented 
which is always as correctly stated as possi- 
ble in the light of all circumstances. There- 
fore, what effect has the elapse of time in 
tempering the judgment of the accountant? 
In my opinion, the effect of time is great. 
It seems obvious to me that as the elapsed 
time between the balance sheet date and its 
preparation date increases, the accountant’s 
judgment necessarily must be proportion- 
ately improved because subsequent evidence 
assists in removing specific uncertainties as 
to value. 

For example, let us consider the item of 
ordinary trade accounts receivable. If a 
balance sheet were to be prepared within the 
fifteen day period just subsequent to the 
close of the client’s fiscal year, the account- 
ant would be called upon to judge the ade- 
quacy of the reserve for bad and doubtful 
accounts, based on (1) the past experience 
of the company in its collections; (2) the fact 
that the company’s collection policy had or 
had not been recently changed; (3) the age 
of the accounts receivable, (segregated prob- 
ably between thirty, sixty, ninety or over 
days old); (4) the question as to whether the 
accounts included many small ones and only 
a few large ones, or vice versa, or an equal 
number of each; (5) the immediate economic 
condition existing in the territory in which 
the goods were sold; (6) the scanning of the 
cash receipts received subsequent to the 
date of the balance sheet, which might ena- 
ble him to determine the accounts which 
had been paid after the end of the year and 
which would therefore not be considered 
doubtful at the end of the year. 

The chances are that this estimate, made 
after an elapsed time of only fifteen days, 
might be fairly accurate. However, had a 
longer period of time elapsed, his judgment 
would necessarily have been aided materi- 
ally. For example, six months later he might 
have known definitely that the Jones Manu- 
facturing Company, which owed a large sum 
of money to the client, had gone bankrupt; 
he might have known that certain accounts, 
which had been previously considered old 
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and therefor doubtful of collection, had been 
collected; he might have known that a flood 
in a certain territory, where the goods had 
been sold, had rendered many of the cus- 
tomers destitute and therefore unable to 
pay—and so on. 

It is therefore evident that the longer the 
time which elapses between the end of the 
fiseal year under audit and the date when 
the balance sheet is prepared, the better is 
the judgment of the accountant who deter- 
mines its values. This illustration could of 
course, be carried to such an extreme that an 
almost perfect balance sheet could be pre- 
pared as of December 31, 1921 if it were 
prepared ten years later on December 31, 
1981. However, balance sheets which are 
prepared with any great lapse of time be- 
tween dates are of little practical value, be- 
cause the information is then too old to be 
useful. Therefore, it is necessary to scan 
everything which happened subsequent to 
the balance sheet date and determine its 
bearing on value, regardless of how short 
the elapsed time may be. There may be little 
to be learned, but one must not be satisfied 
with the facts as they existed at the end of 
the year without judging them in the light 
of subsequent events. 

Another case is one which arose at De- 
cember 31st last year. This particular audit 
was made in February. The client’s books as 
at December 31st, which was the close of 
the audit period, showed a large amount due 
from the Ford Motor Company of Detroit, 
and the Ford Company, as everyone knows, 
is very prompt in the payment of its obliga- 
tions. As late as February 15th, anyone scan- 
ning the account would have said that the 
entire $30,000.00 would be collected almost 
immediately. Before the audit was com- 
pleted, information was received that the 
merchandise was not satisfactory, and that 
the Ford Company was demanding an ad- 
justment. This adjustment was made by the 
client on or about February 17th and re- 
sulted in the return of the merchandise. In 
the light of the information received, the 
auditors returned the merchandise to stock 
at cost and eliminated the accounts receiva- 
ble from their balance sheet. They reduced 


the profit in the income statement in a like 
manner. 

The client argued that on December 31st 
the item was good and collectible and that 
had the audit been completed three days 
sooner, and without the mailing of inde- 
pendent confirmations, the auditors would 
not have known that the item was not good 
and collectible. The auditors argued how- 
ever, that they were placing a value upon 
the assets for the benefit of the banks and 
stockholders, as well as others, and that all 
information must be duly considered. The 
client finally conceded the point, when it was 
shown that he, as well as the auditors, could 
properly be censored by the stockholders 
and bankers if all of the facts were not dis- 
closed. 

GENERAL GROUPING 

The next point for discussion has to do 
with general grouping of items on the bal- 
ance sheet. It is the practice of many firms 
to use main headings similar to the follow- 
ing: (1) Current Assets; (2) Other Assets; 
(8) Fixed Assets; (4) Deferred Charges; (5) 
Current Liabilities; (6) Long Term Debt; 
(7) Net Worth. 

The current asset group which appears 
first in the balance sheet is usually placed 
exactly opposite the group known as current 
liabilities and the totals of each of these 
groups appear on the same level on the bal- 
ance sheet. The purpose of this is to bring to 
the reader’s attention the current working 
capital situation and the current ratio. In- 
cluded in the current asset and current li- 
ability sections are only those items making 
up what might be called the working capital 
cycle. In a manufacturing company the cycle 
may be thought of in this way—(1) from 
accrued payroll for labor and from accounts 
payable for services and material purchased, 
raw material and prepayments are obtained 
—(2) the addition of labor and possibly other 
material, to raw material and prepayments, 
changes the raw material in to work in proc- 
ess; and then (8) by a similar method the 
raw material becomes finished product ;—(4) 
as a finished product it is then sold to the 
customer and becomes an account receiva- 
ble—(5) the accounts receivable when col- 
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lected, or turned into notes receivable and 
collected, then become cash,—(6) cash is dis- 
bursed for the purpose of paying the first 
mentioned current liabilities, such as accrued 
payroll, accounts payable, etc., and the cycle 
is thus started all over again. Roughly this 
represents a standard by which one may 
determine whether an item belongs in the 
working capital section. Items of an odd na- 
ture may often creep in and vary this rule, 
but exceptions as we know, often prove the 
rule. In general this cycle has some signifi- 
cance. Sometimes certain arbitrary rules 
must be made, and it is now a fairly well ac- 
cepted accounting fact that all liabilities 
which are due within a year should be con- 
sidered as current liabilities. 

The second main grouping mentioned is 
called “Other Assets,” and contains those 
items which, not current in the sense that 
they are a part of the working capital struc- 
ture, are also neither fixed nor deferred as- 
sets. Accountants, when they use this cap- 
tion as a main heading, usually include off- 
cers’ and employees’ notes or accounts re- 
ceivable in it instead of among current as- 
sets. Other assets which are sometimes in- 
cluded in this section are stock subscriptions, 
notes or investments in subsidiary com- 
panies, and other miscellaneous investments 
not strictly of a current or fixed nature. 

The “Fixed Asset” group is used to set 
forth the amount invested in the land, build- 
ings, machinery, equipment, etc. From cer- 
tain items of this group is deducted the re- 
serve for depreciation because such a reserve 
is a valuation account and applies only to 
this particular class of assets. 

The next main section is called “Deferred 
Charges” and includes such items as bond 
discount and expense, organization expense, 
etc. In a bulletin recently issued by one firm 
of public accountants a broad classification 
was given for the segregation of prepayments 
and deferred charges. Prepayments are usu- 
ally placed among the current assets and 
include such items as—insurance, rent, in- 
terest, taxes, wages, legal, postage, licenses, 
office supplies, etc. The items referred to as 
deferred charges in this bulletin included 
only organization expense, development ex- 
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pense, unamortized bond discount, exploita- 
tion expenses. Authorities differ, and some 
of them widely, but the above is a fairly 
general classification 

“Long Term Debt”’ consists of those liabil- 
ities which will fall due more than a year 
subsequent to the date of the balance sheet, 
Usually these are such liabilities as first, 
second, or third mortgages, gold notes, de- 
bentures, etc. If they are serial and any part 
of them fall due within a year, that part 
must be transferred to the current liability 
section. When long term liabilities are mort- 
gages upon the fixed assets, it is proper that 
they should appear on the balance sheet as 
nearly opposite the fixed assets section of 
the balance sheet as possible. This arrange- 
ment brings to the reader’s attention the re- 
lation between the depreciated value of the 
property and its outstanding mortgage. 

The “Net Worth” section is the last main 
group which appears on the right hand side 
and contains all items representing owner- 
ship. Capital stock, common and preferred, 
is included and divided among the various 
classes. Surplus is also divided between its 
various classes such as earned, capital, do- 
nated, paid-in, etc. Reserves which ar 
purely in the nature of surplus reserves are 
included in net worth. In most cases these 
surplus reserves are merely certain amounts 
which were previously a part of the surplus 
account, but which were segregated for some 
particular purpose such as the retirement of 
bonds under the terms of indenture provi- 
sion, etc. Also they sometimes represent an 
arbitrary segregation of a section of surplus 
for the purpose of caring for contingencies. 

These main groupings described above are 
for the purpose of bringing certain definite 
points of interest and information to the 
reader’s attention. Among these points are: 


1. The relation of total current assets to total 
current liabilities. 

2. The relation of fixed assets (whether at cost 
or appraised values) to the corresponding 
reserves for depreciation and the relation- 
ship between the net value of fixed assets 
and the corresponding mortgage liabilities. 

3. The relationship of net worth to total assets 
working capital, etc. 


| The 1 
cific gr 
smaller 
1 are usu 
seriptiv 
| tended 
= 

more 

| For 
doubtf 
accoun 
amoun 
| fied be 
| —raw, 
j and tl 
the fix 
| sets ar 
| and f 
ductec 
| ble as 
includ 
from ¢ 
| Anc 
receiv 
at lea 
face o 
1.1 
i 
I 
P 
2. 
: 
| 

| 3. 
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SPECIFIC GROUPING 


The third main point has to do with spe- 
cific groups of accounts. These items are 
maller groups within the larger groups and 
are usually shown in sub-columns under de- 
sriptive headings and with their totals ex- 
tended into the main column. The arrange- 
ment of these smaller groups is for the 

of bringing our more detail and 
more specific facts. 

For example, the reserve for bad and 
doubtful accounts is usually deducted from 
accounts receivable—trade, and the net 
amount is extended. Inventories are classi- 
fied between the various kinds of material, 
—raw, work in process, and finished product, 
and the totals extended. Prepayments are 
shown in detail and the total extended. In 
the fixed asset section, depreciable fixed as- 
sets are separated from land and intangibles, 
and from this sub-group the reserve for 
depreciation applying to that group, is de- 
ducted. By this means land and any intangi- 
ble assets such as goodwill, which may be 
included under fixed assets, are separated 
from depreciable fixed assets. 


Another example is the case where notes 
receivable have been discounted. There are 
at least three ways of displaying this on the 
face of the balance sheet— 


1. The full amount of the notes may be stated 
in a sub-column and the amount of the notes 
receivable discounted deducted therefrom. 
The extension is the amount of the com- 
pany’s equity or the amount of notes actu- 
ally on hand. It is also advisable in this case 
to show whether the notes are discounted 
with banks, finance companies, or with 
creditors. 

2. The full amount of the notes may be shown 
on the asset side and a contra item may be 
shown as a liability, representing the 
amount of notes receivable discounted. In 
this case both items should, of course, be 
carefully ear-marked. 

8. The net amount of notes receivable may be 
shown and a starred footnote, or merely a 
footnote, on the balance sheet may evidence 
the fact that there are certain amounts of 
notes which are a contingent liability be- 
cause of having been discounted. 


It seems to me that one of the first two 
methods is generally more satisfactory than 
the third. It must be kept in mind however, 
that showing these items without further 
comment will leave the impression that these 
discounts are of the ordinary kind usual to 
the practice of the business and not of any 
unusual nature, such as the outright sale of 
notes to a finance company. In that sort of a 
situation comments are vital. 

Another illustration of specific grouping 
appears in the current liability section when 
accrued items are detailed in a sub-column 
and the total is extended to the main column 
in order to show the reader the total amount 
of this specific kind of liability. 


OMISSIONS 


The fourth main point deals with the 
omission of material facts, which of course 
is extremely important. The gravity of an 
omission is specifically brought home to 
accountants by the Securities Act of 1933, 
which became effective on May 27th of this 

insofar as old securities are concerned 
and on July 27th insofar as new securities are 
concerned. Certified balance sheets and cer- 
tified profit and loss statements must be 
submitted in all registration statements, as 
you probably know. Section 24 regarding 
penalties reads in part as follows: 
Any person who willfully, in a registration state- 
ment filed under this title, makes any untrue 
statement of a material fact or omits to state any 
material fact required to be stated therein or 
necessary to make the statements therein not mis- 
leading, shall upon conviction be fined not more 
than $5,000 or imprisoned not more than five 
years, or both. 


It is not usual to find that any assets have 
been omitted from the books of the company, 
but it is very usual to find that assets of ques- 
tionable value have been included. There- 
fore, the asset verification is mainly a prob- 
lem of valuation. This is not true of the 
liabilities. First, we must determine that 
all current bills for the period under review 
have been entered. In order to do this, it is 
necessary tc check the items which appear in 
the voucher record as accounts payable sub- 
sequent to the date of examination, to see 
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that no items are therein entered which be- 
long to the current period under review. In 
rare cases it is found that bills for material 
and supplies are deliberately withheld from 
the books. In that case proper precaution 
must be taken to examine all of the incoming 
mail at the end of the month in order to 
determine whether bills or statements are 
being received which are not recorded. In 
some cases piles of bills have been hidden 
away in a desk drawer, indicating that the 
management was deliberately trying to de- 
ceive the auditors. 

The accrued payroll unpaid at the end of 
any period must be determined by examin- 
ing the payroll records. The accrued taxes 
payable must be determined by examining 
the tax receipts, assessment notices, etc. and 
in passing it should be said that many tax 
laws provide that the tax is payable in ad- 
vance, and must appear as a payment instead 
of an accrual. The new Federal capital stock 
tax is so worded that in setting up balance 
sheets for this current year, two years taxes 
will need to be accrued. The Income Tax 
Unit has issued the following ruling in regard 
to accrual of the new capital stock tax: 


The capital stock tax imposed by section 215 of 
the National Industrial Recovery Act is an excise 
tax levied with respect to (and is contingent 
upon) carrying on or doing business. Where a 
domestic corporation is engaged in business dur- 
ing the entire calendar year 1933 the capital stock 
tax for the fiscal year ended June 30, 1933, ac- 
crued on June 16, 1933, the date of enactment of 
the Act, and the capital stock tax for the fiscal 
year ending June 30, 1934, accrued on July 1, 
1933, the beginning of that fiscal year. 


Other accruals, such as accrued interest on 
notes payable and accrued interest on mort- 
gages and bonds payable must be determined 
from an examination of the note records and 
from the Trust Indenture in order to know 
that all interest has been set up properly. 

Contingent liabilities are sometimes the 
most difficult ones to determine. An exami- 
nation of the minutes of the meetings of the 
board of directors, or the minutes of stock- 
holders meetings will sometimes disclose 
liabilities of this nature. Where there is pre- 
ferred stock outstanding it is always neces- 
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sary to determine whether any contingent 
liability exists for cumulative dividends in 
arrears. Also a man may have been recently 
injured and no notes of this probable liability 
might be found except in copies of corte- 
spondence with the insurance company or 
from directors’ minutes. Excessive commit- 
ments for material to be purchased may 
sometimes be discovered only bv conversa- 
tion with the heads of the purchasing depart- 
ment. Notes receivable from customers, 
which have been discounted with banks, are 
of course, the most common form of contin- 
gent liability, and this liability is determined 
by direct independent correspondence with 
the various banking institutions with which 
the company does business. 

It may sometimes be impossible to deter- 
mine every contingent liability and opinions 
may differ as to whether the contingency is 
of sufficient importance to make it advisable 
to disclose it. Here again judgment must be 
used and every source of possible informa- 
tion must be examined. 


IMPARTIAL ATTITUDE 


Main point Number five has to do with 
the impartial attitude which the accountant 
must maintain. A lawyer’s principal duty is 
to his client. The public accountant how- 
ever, has a duty to his client, plus a very 
important duty to the public. His attitude 
must be absolutely impartial at all times, 
and regardless of what effect his attitude 
may have on friends, clients, or even rela- 
tives. In fact, an accountant should avoid 
making examinations where relatives are in 
authority, because his integrity and impar- 
tiality should never be subject to question in 
the slightest degree. He should occupy the 
same position as Caesar’s wife, and never 
leave his integrity open to possible doubt. 

As an example of this attitude of impar- 
tiality, a firm of accountants was once re 
tained to prepare a balance sheet and at 
earning statement for a certain client. This 
balance sheet was to be used for the purpose 
of obtaining new financing. The payment of 
the auditor’s bill was entirely dependent 
upon whether this company was solvent oF 
not and, after seeing the books there was 
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grave doubt as to the collectibility of the fee 
unless the new financing were obtained. 
The accountants however, gave none of 
these selfish motives any consideration. In- 
yentories were brought down to a conserva- 
tive value; proper accounts receivable re- 
serves for bad and doubtful accounts were 
set up; the mortgage which was past due 
was set up in current liabilities; and when 
the examination was completed the balance 
sheet showed a deplorably insolvent condi- 
tion. 

In another case, a personal friend of one 
of the partners of an accounting firm was the 
company’s auditor. In fact this auditor had 
been instrumental in the selection of this 
particular firm. After the job had been under 
way for about a week, the senior in charge 
called the partner to ask him if he could wait 
past the usual office hours as he wished to 
talk to him. He advised the partner that this 
personal friend of his was $500 short and 
that before the examination was completed 
he might be short a much larger amount. 
The only answer that could be given to the 
senior was to tell him to make the examina- 
tion as it should be made, regardless of the 
consequences to any individuals. The result 
was that this partner’s personal friend spent 
some time in the penitentiary. 

In another case a certain large consolida- 
tion had on its balance sheet nearly one mil- 
lion dollars of perfectly legitimate bond dis- 
count and expense, to be amortized over the 
life of bonds maturing in twenty years. The 
officers of the company, their attorneys, who 
were members of a very reputable law firm, 
and the investment bankers who were sup- 
posed to be of the highest standing, brought 
tremendous pressure to bear on this firm of 
accountants, to get them to write the bond 
discount and expense off to capital surplus. 
Capital surplus had been created through the 
appreciation of physical assets due to an ap- 
praisal. It was evident that these people de- 
sired to eliminate, not only the bond dis- 
count and expense from the balance sheet, 
but also to omit the annual amortization 
charge from the profit and loss statement. 
Such an elimination would have made the 
earning statement show greater annual earn- 


ings available for dividends on the common 
stock. When the accountants refused to 
make the change they were told that other 
accountants would be retained. This did not 
happen immediately, but at a later date they 
were approached by the same people on 
another matter and offered a bribe. They 
refused to have anything further to do with 
the situation and were then politely informed 
that other accountants had been retained. 
This was a $25,000.00 a year fee to the ac- 
counting firm and was therefore a fairly 
serious matter to them. Fortunately they 
were more interested in their professional 
integrity than in any immediate fee. At times 
it takes nerve or at least a stubborn disposi- 
tion in order to maintain an impartial atti- 
tude. 


EFFECT OF STATE LAWS 


Point Number six has to do with the effect 
of the various state laws on the net worth 
section of balance sheets. The new business 
corporation law of Illinois became effective 
on July 18th of this year. A new law was 
passed in Pennsylvania on July 3rd. These 
two laws, together with the Michigan Cor- 
poration Act, the Delaware Act, the Califor- 
nia Act, and several others have a very 
definite bearing on information which must 
be disclosed in the net worth section of bal- 
ance sheets. There are many other state laws 
that have similar effects. 

The main trouble comes about because 
of the fact that in order to interpret the pro- 
visions of the law strictly it may be necessary 
to violate established accounting practice. 
Many accountants, among whom are F. W. 
Thornton of New York, who is a man of 
reputation, standing, and of much ability as 
an author, believe that we should more or 
less ignore the law. On the other hand, there 
are many men such as Anson Herrick cf 
California, who is a member of the Ccuncil 
of the American Institute, and an author of 
prominence, who feel that the state laws 
should be followed very closely but keeping 
in mind of course, good accounting practice 
in so far as possible. Some of these problems 
arise from the fact that these state laws 
stipulate that the cost of treasury stock 
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when owned by the corporation itself, re- 
duces the surplus available for dividends. 
Other state laws specifically stipulate that 
this cost must be deducted from surplus. 
Some accountants have been in the habit of 
carrying treasury stock as an asset, though 
under certain conditions it is not generally 
considered to be good accounting practice. 
Others however, have always followed the 
orthodox principle that stock repurchased 
should be deducted from the capital stock 
account itself. The requirements of orthodox 
accounting and the law cannot both be en- 
tirely satisfied. Accountants would naturally 
prefer to display the item as they think it 
should be shown. On the other hand, if they 
follow orthodox practice they may mislead 
their clients. 

To illustrate, suppose that an Illinois 
corporation had an earned surplus of 
$800,000.00. Suppose that it also owned 
some of its own treasury shares which cost 
it $500,000.00. Under the Illinois law the 
directors would be liable for the payment of 
dividends out of capital if they paid divi- 
dends in excess of $300,000.00. Yet a balance 
sheet set up in orthodox form might lead 
them to believe that there was $800,000.00 
available for dividends. The seriousness of 
this situation is emphasized in Illinois be- 
cause the directors may be held criminally 
liable as well as civilly liable for the declara- 
tion of dividends in violation of the act. 

Some accountants prefer to deduct the 
entire cost of treasury shares from surplus. 
Other accountants prefer to use the old 
orthodox method and disclose the informa- 
tion in footnotes. Still other accountants use 
the orthodox method but divide surplus into 
two parts, one called available for dividends, 
and one not available for dividends. There 
are objections to all of these methods, and 
it may be a long time before we arrive at any 
commonly accepted method. The whole 
problem is one of proper display. The law is 
specific and if the accountant ignores the 
law some corporation director may find him- 
self in trouble. The accountant’s answer 
that his statement was prepared correctly 
and that the law is wrong, may not be a 


very convincing argument to a man who is 
about to incur heavy liabilities because of it. 

This is still quite a disputed and unsettled 
question. It is probably one of the most cur- 
rent topics of discussion among accountants, 
though it has not yet reached the stage 
where many of their opinions are being pub- 
lished. The argument is still too young. Per- 
sonally I feel that balance sheets must be 
prepared for the information of the reader, 
and that if orthodox accounting methods 
need to be violated in order to set forth 
properly the information required under the 
law, there is nothing else to do about it. On 
the other hand, this important information 
to the client may possibly be displayed with 
the minimum amount of violation of estab- 
lished accounting methods and still set forth 
proper legal facts. 

Finally I would say that it must always 
be kept in mind that balance sheets must be 
prepared for the benefit of the reader and 
must be grouped to give him the benefit of 
the most accurate information available, in 
the most readable form. It should give him 
all of the facts and the facts should be stated 
clearly. It should be borne in mind that the 
average reader of a balance sheet is not an 
accountant. The old form of narrative bal- 
ance sheet, wherein each item was fully dis- 
cussed on the face of the balance sheet has 
the advantage of disclosing all of the infor- 
mation, but it also has the disadvantage of 
producing a very voluminous and unwieldly 
statement. Some middle ground should be 
found. Each public accountant strives to 
find this middle ground of clarity in display. 
Again his judgment and experience, as well 
as possibly a certain amount of salesmanship 
have a great bearing on whether his results 
are satisfactory or not. Proper valuation is 
of utmost importance, and must be com- 
bined with a very impartial attitude. Possi- 
bly an “all purpose” balance sheet as de- 
scribed by Eric Kohler may be one answer 
but I doubt whether it is the final answer. 

By way of conclusion, I wish to use a quo- 
tation used by me several times before, 
which is from the paper of Frederick B. 
Andrews, given before the American Insti- 
tute of Accountants at its annual meeting 
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in 1932, which paper was entitled, “Com- 
pulsory Audit of Corporations”: 


I submit that one of the most serious, if not the 
most serious, of the questions confronting our 
profession today is the character of the financial 
statements given to ownership over the auditor’s 
signature. Shall we remember that truth lies as 
much in the ear of the hearer as in the mouth of 
the speaker, and certify only such statements as 
we consider not merely technically accurate, but 
also reasonably safe against being misunderstood? 
Or shall we adhere to the doctrine of caveat emp- 
tor and consider our full duty done when our 
statements are so drawn that criticism may be 
answered by pointing to some obscure words of 
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qualification? The time to determine this is not 
when we are confronted with a difficult decision, 
but when we are urged by a trusted management 
to minimize untoward appearance, and when the 
voice of ownership cannot reach our ear. 

Whom do we serve? Not alone management, to 
the possible concealment of its failures, its indis- 
cretions, or worse; not alone a dissatisfied portion 
of ownership seeking an excuse for embarrassing 
an honest management. We must serve or forfeit 
our right to serve at all, the whole structure, own- 
ership, and management alike. The lens does not 
concern itself with the kind of light rays present- 
ing themselves for passage; it takes such as come, 
brings them into proper focus and presents a true 
image. Such is the function of the auditor.” 


ape 
12 
43 
; 
a 


THE VALUATION OF FIXED ASSETS 
M. B. DANIELS 


No proof would seem to be required for 
the statement that once dollars have been 
turned into other tangible and intangible 
assets, the money value invested therein, the 
cost, ceases to have any direct bearing on 
their value. Value thenceforth is determined 
by their ability to produce income. This a 
fundamental economic principle,' and there 
are many everyday examples of it. Assuming 
that the purpose of the balance sheet were 
to show the value of assets, the first obvious 
fact is that this would call for continual re- 
vision. Value is a variable, often a rapidly 
changing one.” Next, there comes the ques- 
tion of how the asset values are to be deter- 
mined. The nature of the corporate form of 
enterprise offers three possible approaches. 

First, the values of assets might be deter- 
mined from the equities. Stock exchange 
quotations provide current values of stocks 
and of bonds. The total value of all capital 
stock in the hands of the public (number of 
shares outstanding times price) plus the face 
value of bonds and other liabilities would 
give a figure which might be called the value 
of the corporation. (It could be argued that 
market rather than face value of bonds 
should be used.) Assuming this was done, the 


1 See, for example, Alfred Marshall, Principles of 
Economics, Eighth Edition, London, 1927, p. 412. 

? This very feature is one of the strong talking points 
of appraisers. At present they say that owing to the 
rapid fall of prices in 1930-1932, succeeding “thirty 
years and more of rising prices, all former costs and 
values are of little worth today and we now face the 
necessity of a complete reappraisal of our capital assets 
in the light of present an prospective economic con- 
ditions.” L. H. Olson, ““What of the Appraiser?’”’, The 
Accountine Review, Chicago, September, 1982, Pp. 
207. An examination of reliable price indexes shows this 
statement to be a broad one. The general index of 
wholesale prices of the U. S. Bureau of Labor Statistics, 
using 1926 as 100, is a good example. This index is as 
follows, monthly averages: 


1900 56.1 1920 154.4 1928 96.7 
1905 60.1 1925 103.5 1929 95.3 
1910 70.4 1926 100.0 1930 86.4 
1915 69.5 1927 95.4 1931 73.0 

1982 64.9 


At the present time wholesale commodity prices are on 
the upgrade again (August, 1933, 69.5), although the 
index fell to 59.8 for February, 1933. 


problem of allocating such value to the 
various assets would remain. 

A second possible approach to the deter- 
mination of asset values would be through 
the process of capitalizing normal earnings, 
This is a valuation method of ultimate im- 
portance in the field of unregulated indus- 
try. It must be used even in connection with 
detailed appraisals when their purpose is to 
determine a value for the entire enterprise, 
to be used, say, in a merger or reorganiza- 
tion. A value arrived at by capitalizing earn- 
ings is necessarily a single figure for all as- 
sets, including goodwill. The problem of al- 
locating total value to the various assets 
would still be unsolved. 

The third possible approach to the valua- 
tion of a corporation’s assets is the one or- 
dinarily taken; an appraisal is made of the 
assets themselves. It is unnecessary here to 
go into the technical difficulties involved in 
making an appraisal or to discuss various 
concepts of valuation; for example, whether 
reproduction cost, replacement cost, prudent 
cost, or what not is to control. Assuming 
that the appraisal has been made, the gen- 
eral understanding is that we have in respect 
to the tangible plant and equipment replace- 
ment costs—what it would cost to build a 
new building at present prices of materials 
and labor, what a new machine would cost 
which would serve as a satisfactory substi- 
tute for the present one, and so on. There is 
still something lacking, however, as far as 
the particular business is concerned. There 
may be patents or franchises, other rights, 
secret processes, and so on. In addition there 
may be a further value attaching to all other 
assets, tangible and intangible alike, which is 
goodwill the specific value attaching to as- 
sets as a whole in view of their ownership 
and successful operation by the particular 
business organization. This factor of good- 
will, the conjuncture resulting in superior 
earning power, contributes largely to the 
value of the other intangibles and cannot be 
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feasibly segregated therefrom,’ though it has 
been authoritatively held that a substantial 
value for certain patents existed in spite of 
their unsuccessful exploitation by the own- 
ers.‘ Accountants oppose setting up goodwill 
on the books unless it has been purchased 
and paid for. Most business organizations 
support this view and generally favor com- 
plete and early elimination of the item. How- 
ever, the proper treatment of goodwill does 
not matter for this discussion, since even if 
goodwill is set up on the books and is to be 
amortized, it does not affect future earnings 
as do the values placed upon tangible plant 
end equipment. 

After an appraisal, then, whether the plant 
assets are worth more or less to the owner 
corporation because of past successful or 
unsuccessful utilization, the values to be 
recognized on the books are the general, the 
economic, or the social values of the assets in 
question, in other words, “the normal invest- 
ment for the facilities.”* The actual invest- 
ment is lost sight of. An important charac- 
teristic of accounting is that its principal 
concern is with a particular owner or owners. 
“Tt is the function of accounting to follow 
the investment of the particular private en- 
terprise as it takes shape in various com- 
modities and services....””’ One of the 
primary purposes of asset revaluation is to 
make the accounts of different companies 


more comparable. But are not appraisals as" 


employed in accounting one step in the direc- 
tion of destroying the very purpose of ac- 
counting—the determination of costs in a 
specific enterprise? The following statement 
strikes at the very heart of the whole matter: 

In our enthusiasm for placing the accounts 
of various concerns on a comparable basis we 
must not be misled into attempting, artifi- 
cially, to make them the same.® 

3 Accountants’ Handbook, Second Edition, New York, 


1932, p. 798. 
* Index Visible, Inc. v. Commissioner, 21 B. T. A. 
1 


941. 
5 L. H. Olson, “What of the Appraiser,” The Ac- 
counTine Review, Chicago, September, 1932, p. 208. 
* It has even been suggested that appraised values 
would be more accurate in the case of a new property 
than costs. Id. 
7™W. A. Paton, Accounting Theory, New York, 1922, 
6 


p. 16. 
8 W. A. Paton, “Accounting Problems of the De- 


DEPRECIATION AND ASSET VALUES 


Turning to the matter of depreciation as 
related to asset values, the case for replace- 
ment values as opposed to actual investment 
is well stated in a sentence quoted from an 
annual report of the Liquid Carbonic Cor- 
poration: ‘““The depreciation calculated on 
the reduced values should be sufficient to 
provide for eventual replacement at current 
price levels.”” Ignoring the fact that replace- 
ment will never be made at “current” price 
levels, two questions may be put. Is it the 
function of depreciation to charge customers 
an amount sufficient to replace assets? Or is 
it the function of depreciation to charge cus- 
tomers for original outlay? In other words is 
a business entitled to be reimbursed for orig- 
inal cost or for replacement cost? The an- 
swers to these questions can be found only in 
a careful consideration of the economic prin- 
ciples involved. 


THE FUNCTION OF DEPRECIATION 


The function of depreciation is recognized 
by most accountants as the provision of a 
means for spreading equitably the cost of 
comparatively long-lived assets. Thus, if a 
building will be of use during twenty years 
of operations, its cost should be recognized 
as operating expense, not of the first year, 
nor the last, but of all twenty years. Various 
methods may be proper in so allocating cost.° 
The method used, however, is unimportant 
in this connection. The important matter is 
that at the time of abandonment the cost of 
the asset shall as nearly as possible have been 
charged off as expense, under some systemat- 
ic method.'® Charging depreciation inci- 
dentally accomplishes maintenance of the 
original investment. If a building originally 
cost $50,000, and during its life the $50,000 
is collected from customers through sales at 
pression,” The Accountinc Review, Chicago, De- 
be charged 
basis of time (straight line be 


on the of intensity of use (output method), or 
any of several others; for example, sinking-fund 


the-life-digits method, and so on. 

10 Although depreciation expense is in essence an 
estimate, the use of normal life-expectan “ep 
vides reasonably close approximations to the facts. 


the 
gh 
us 
ith 
ise, 
rm- 
ets 
— 
ua- 
or- 
> to 
ous 
her 
ect 
ace 
ida 
= 
re is 
here 
hts, 
hs 
ular 
srior wuity me 
annuity method, e method, sum-of- 


304 The Accounting Review 


prices covering all charges to expense; then 
capital funds to the original amount of 
$50,000 still remain in the business, though 
they will now be invested in some other 
asset or assets. 

It is this incidental effect or corollary of 

depreciation accounting that provides the 
bone of contention in replacement cost ver- 
sus original cost for valuation purposes. So 
long as the general price level was falling or 
only gently rising, there was little contro- 
versy regarding the matter. But with the 
sharp rise in prices occasioned by the Great 
War there came a desire on the part of many 
business men to value their assets at replace- 
ment cost. In 1921 the Chamber of Com- 
merce of the United States issued a bulletin" 
advocating the retention of the original-cost 
basis. This stand has since been reiterated in 
a second bulletin from which the following is 
quoted 
When the cost of an asset, less any salvage value, 
has been recovered, the process of depreciation 
stops—the customer has paid for that particular 
item of service. There are those who maintain 
that the obligation of the consumer is one rather 
of replacement cost rather than actual cost. The 
replacement theory substitutes for something 
certain and definite, the actual cost, a cost 
of reproduction which is highly speculative and 
conjectural and requiring frequent revision. It, 
moreover, seeks to establish for one expense a 
basis of computation fundamentally different 
from that used for the other expenses of doing 
business. Insurance is charged on a basis of actual 
premiums paid, not on the basis of probable pre- 
miums three years hence; rent on the amount 
actually paid, not on the problematical rate of 
the next lease, salaries, light, heat, power, sup- 
plies are all charged at actual, not upon a future 
contingent cost. As one writer has expressed it, 
“The fact that the plant cannot be replaced at 
the same cost, but only at much more, has noth- 
ing to do with the cost of its product, but only 
with the cost of future product turned out by 
the subsequent plant.” As the product goes 
through your factory it should be burdened with 
expired, not anticipated costs. 

1 Depreciation, Fabricated Productions Department 
(now the Department of Manufacture) of the Chamber 
of Commerce of the United States, Washington, 
Depreriation, Treatment in Productions Costs, De- 
Chamber of Commerce of 
the United States, No. 512, Washington, May, 1929. 


The soundness of this view seems incon- 
trovertible. Justice Brandeis, for example, in 
a dissenting opinion in the Baltimore street 
railways’ case gives a list of forty-four ac- 
counting authorities who recommend cost." 
Thus, from an accounting standpoint all 
that should be charged to expense through 
the process of depreciation is cost.“ 

Nevertheless, the argument in the passage 
quoted above regarding collection from the 
consumer of cost of service rendered is 
worthy of further analysis. Regardless of 
what is considered as operating cost and 
so charged, how much is being collected from 
the consumer? To answer this question it is 
desirable to refer to economic principles. The 
price which normally prevails is determined 
at the margin of greatest cost. That is, long- 
run price is set at the highest legitimate cost 
incurred among all producers of a given re- 
producible commodity“—‘“‘the price which 
will be necessary to bring forth a given sup- 
ply is that price which equals the greatest 
cost of producing said supply.” Or, as 
stated by another authority: ““The marginal 
supply price is not the expenses of produc- 
tion of any particular bale of goods; but it is 
the whole expenses (including insurance and 
gross earnings of management) of a marginal 
increment in the aggregate process of pro- 
duction and marketing.””!” 

The so-called law of single price tells us 
that this marginal price is the one which pre- 
vails over the entire market. In other words, 
all producers can (and do in the long run), 
no matter what their relative facilities for 


18 United Railways and Electric Company v. West, 
280 U.S. 234, 1930. 

“ Authoritative approval of depreciation accounting 
based on cost has been given by the Interstate Com- 
merce Commission. See 177 I.C.C. 351 and the previous 
report 118 I.C.C. 295 for a thorough analysis of de- 
preciation. 

18 This does not mean that any individual producer's 
cost will determine the price; nor does it mean that 
there are not always producers in the field who have 
costs higher than the marginal cost. The marginal 
producer is an abstraction useful in referring to the 
costs of that increment of the supply which influences 
price at the margin. The marginal pro@yger must fall 
out if the price goes down and the price must be such 
as to keep him in the field if a supply sufficient to 
satisfy the given demand is to be forthcoming. 

1 F. M. Taylor, Principles of Economics, Ninth 
Edition, New York, 1925, p. 313. 

17 Marshall, op. cit., p. 501. 
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producing a given commodity or service, col- 
lect from their customers, not an amount 
equal to their individual expenses of produc- 
tion, but one equal to those (plus interest 
and normal profits) of the marginal pro- 
ducer.'* Over the whole field there are pro- 
ducers operating plants of varying ages, 
acquired at different costs. Under the laws 
of marginal cost and single price it will be 
the cost of operating the new plants during 
a period of rising (or falling) prices that will 
be price-determining. The producers operat- 
ing plants purchased at lower price levels will 
be recovering in revenue as many dollars per 
unit of service rendered as those producers 
operating equivalent plants purchased at 
the existing higher level of prices, or vice 
versa. This means that, roughly, each pro- 
ducer is collecting from the consumers an 
amount sufficient to maintain original in- 
vestment in purchasing power—that each 
is recovering not cost, but an amount pre- 
sumably sufficient to replace assets. In re- 
gard to replacement of assets, then, it 
matters little in the ultimate analysis whether 
the producer charges depreciation on the 
basis of replacement cost or on original cost.!* 
It seems clear that under normal long-run 
conditions the consumer does pay for re- 
placement. It does not follow, however, that 
depreciation should be based on replacement 
cost rather than actual cost.?° 


“This applies over the long run. See Marshall, 
supra, p. 497—“‘when the survey is long 
jo seely to enable the investment of capital in building 
up a new business to complete itself and to bear fruits; 
then the marginal supply price is that, the expectation 
of which in the long run just suffices to induce capital- 
ists to invest their material capital and workers of all 

es to invest their personal capital in the trade.” 

d forces may cause price for short periods to fall 
below long-term supply price. Inefficient producers 
will be weeded out and their places taken by others, 
but eventually costs must be covered, and price in- 
evitably tends toward marginal cost. 

1 The case of a business in a monopolistic position 
must be excluded. Here the producer can set, and is in 
a better position to obtain, prices for products based 
upon calculated costs, actual or replacement. 

* What perhaps should follow is that when prices 
are rising aypropriate surplus reserves be set up out of 
earnings to provide for the retention in the business of 
the portion thereof which represents the addition to 
original capital necessary to replace assets; that when 
— are falling a proper tection of the original — 

transferred to capital surplus representing the por- 
tion of original capital no longer necessary in replacing 


One might wonder why there has been no 
objection to the use of cost as a basis for ex- 
penses other than depreciation. The explana- 
tion appears in the fact that the expirations 
of service value of raw materials, labor, in- 
surance, advertising, and so on are relatively 
close to the time of acquisition. Ordinarily 
insufficient time intervenes between replace- 
ments for the occurrence of significant devia- 
tions due to changing price levels. For exam- 
ple, take the case of rent mentioned in the 
quotation above—rent is charged “on the 
amount actually paid, not on the problemat- 
ical rate of the next lease.” True, rent is 
recognized as an expense on the basis of ac- 
tual cost. But suppose all rental contracts 
were long-term leases covering from five or 
ten to fifty years and paid for in one lump 
sum in advance. Under these conditions rent 
as an operating expense would correspond 
to depreciation of plant and equipment, and 
the same question of cost versus replacement 
valuation would doubtless arise. 

To sum up the situation—first, the de- 
mand for replacement-cost valuation of fixed 
assets is based on the premise that original 
capital investment should be maintained 
under normal and successful operation, not 
in dollars, but in terms of physical assets. 
Second, the price system roughly enables the 
individual enterprise to do this very thing. 
It is not the function of depreciation ac- 
counting to do more than spread cost of 
plant and equipment over operating ex- 
penses in some equitable manner during the 
life of the assets— 

Depreciation expense represents the cost incurred 
during an accounting period in the process of us- 
ing up service items of physical property whose 
lives extend over more than one such period, 
regardless of how they are used up. This cost is 
a part of, and should be shown in, operating ex- 
pense; it should be shown when it is incurred, 
and it is incurred throughout the life of the prop- 
assets. On this general point, see R. H. Montgomery, 
Auditing Theory and — Fourth Revised 

New York, 1927, p 

Whether it is for the to express 
costs in terms of replacement costs is also interesting in 
connection with pricing the product. On the connection 
between Ts cost of production and market 

rice, see J. B. Canning, “Cost of Production and 


Price,” The Accountine Review, September, 
1981, p. 161. 
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erty in service. It should, therefore, be charged to 
operating expense in periodical installments 
throughout this service life." 


Third, the use of depreciation charges based 
on replacement cost violates recognized ac- 
counting principles. The purpose of account- 
ing is to record as nearly as possible actual 
costs for the individual enterprise. As aptly 
stated by Justice Brandeis of the Supreme 
Court of the United States :” 


To use a depreciation charge as the measure of 
the year’s consumption of plant, and at the same 
time reject original cost as the basis of the charge, 
is inadmissable. It is a perversion of this business 
device. 


Depreciation exists whether the property be- 
ing used is to be replaced or not. In no sense 
does the depreciation allowance (“‘reserve” 

account represent the accumulation for the 
purpose of acquiring future assets. Fourth, 
if plant is to be replaced, and if it is ex- 
pected that replacement will be at a cost 
higher or lower than original cost, it may be 
desirable to retain a portion of earnings in 
the business to provide additional capital for 
the expected increase in investment, or to 
release a portion of capital to correspond to 
the probable decrease. However, it can be 
urged that this is not the function of depre- 
ciation accounting. It has todo rather with 
the administration of income and capital 
and is thus a matter to be taken up with 
such questions as the declarationof dividends 
and the creation or release of surplus re- 
serves. 


ACCOUNTING AND FLUCTUATING PRICES 


During the last decade, much has been 
written on the deficiencies of accounting 
technique in connection with the changing 
price level. There are two different concepts 
of the purpose of accounting in this respect, 
which, though related, are quite distinct. 
One concerns maintenance of capital in 
terms of the assets of the individual enter- 
prise—on this concept rests the replacement 
cost theory of asset valuation. The other has 

1 Telephone and Railroad Depreciation Charges, 118 
1L.C.C. 301. 


%3 Dissenting Opinion, United Railways and Electric 
Company v. West. 280 U.S. 234, 1930. 


to do with maintenance of capital in terms 
of purchasing power—on this concept rests 
the thesis that accounting records should 
reflect purchasing power, not dollars. There 
are two interpretations of the latter concept 
—one is expressed in terms of the general 
price level; the other in terms of the various 
individual price levels involved. The latter 
interpretation amounts to about the same 
thing as the replacement-cost theory. All 
of these methods, assuming that under the 
first the replacement costs were kept up to 
date, might yield substantially the same re- 
sults. The concept of replacement cost is dis- 
cussed further in the following pages in the 
light of the expression it has received in re- 
valuations of assets in practice. The second 
concept offers interesting possibilities, but 
its discussion cannot be comprised within 
the scope of this work. Suffice it to say that 
no reliable index or system of indexes has 
yet been devised by means of which fluctua- 
tions in asset values can satisfactorily be 
recorded in the regular accounts. Nor has it 
been explained just why accountants should 
try to devise a system to overcome a defect 
which patently is more one of the monetary 
unit than of accounting itself.” 
ACCOUNTING FOR WRITE-UPS 
AND WRITE-DOWNS 


In general there is no demand for recog- 
nizing all changes in asset values. When, 
however, in the space of a few years, there 
has been a considerable rise or fall of prices, 
and the belief exists that the new level will 
be more or less permanent, business wants 
to do something about it. The idea as applied 
to present conditions is well-expressed in the 
following statements. 


% For brief statements of the theory of accounting 
in relation to the changing price level, see: W. B. Cas- 
tenholz, “The Accountant and Changing Monetary 
Values,” The Accountine Review, Chicago, Decem- 
ber, 1931, p. 282; H. W. Sweeney, “Stabilized Depreci- 
ation,” tbid., September, 1931, p. 165; and by the same 
author, “Stabilized Appreciation,” sbid., June, 1932, p. 
115. For a suggested technique, as well as statement of 
the theory, see G. R. Husband, Inadequacy of Orthodox 
Accounting Procedure in View of Fluctuating Price 
Levels, a doctoral dissertation, University of Michigan, 
1932. 

* Hoxsey, op. cit., p. 9. 
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If it be accepted as a fact that the present 
price level will not be substantially increased in 
the future, it is wrong to ask of industry that it 
should be burdened with overhead charges aris- 
ing out of the high level of prices in the past. 


In the era of write-ups so many corpora- 
tions determined to write appreciation on the 
books and thereafter to base depreciation on 
the appraised values, that accountants had 
to develop a technique for handling appre- 
ciation in the accounts. Two fundamental 
principles became generally accepted: (1) 
appreciation initially represents capital, not 
income, (2) as assets written up are depreci- 


ated, the appreciation becomes “realized’’;. 


that is, it becomes available for distribution. 
Appreciation can also become realized upon 
the sale or other abandonment of the asset 
in question. These two rules were necessary 
in order to observe the definition of income 
under the Sixteenth Amendment, which 
definition does not recognize increases in 
value as income. 

The usually accepted method for handling 
appreciation is to revise the book values of 
assets upward to conform to the appraised 
replacement values, crediting revaluation 
surplus for the amount of the write-up. 
Thereafter, depreciation charges are based 
on the appreciated values rather than cost. 
The effect is to exclude from net income the 
amount of the current depreciation of ap- 
preciation. According to the replacement 
cost theory this is capital, not income, and 
it must be retained in the business if physical 
capital.is to be kept unimpaired.** However, 
the technique as developed, involved the 
transfer of an amount corresponding tothe 
depreciation on appreciation from revalua- 
tion surplus to earned surplus.?” Assuming 
that the original purpose of the write-up 


“Tt is to retain the cost figures for cal- 
culating for income-tax purposes. 

% The reader will note that this procedure confuses 
the two different concepts of maintenance of physical 
capital and maintenance of purchasing power, inasmuch 
as the dollars recovered and kept in the business are cur- 
rent dollars. However, since write-ups and write-downs 
m practice are not periodically brought up to date, in 
other words, since replacement values of assets are not 
regularly revised, this confusion in actuality cannot be 
avoided. 


* For a good illustration of this procedure, see the 
1980 income sheet of L. Bamberger & Co. 
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was to provide for replacement of assets at 
higher cost, the last step is incomplete. As 
the appreciation becomes “realized,” it 
should not be utilized for dividends, because 
it must be added to the permanent capital 
fund in order to maintain physical capital. 
Hence, if realized appreciation is transferred 
to surplus, it should immediately be ap- 
propriated to a surplus reserve, or it should 
be capitalized. The latter method is followed 
when a stock dividend is charged to revalua- 
tion surplus. This, at least, carries out the 
principle of replacement cost. 

To sum up, the effects of recognizing ap- 
praisals of assets involving write-ups have 
been as follows: (1) An initial increase in the 
total assets and total equities as shown.on 
the balance sheet, (2) an understatement of 
actual income throughout a subsequent 
period, in so far as assets subject to amorti- 
zation, depletion, and depreciation have 
been the object of revaluation,”* (3) no 
change whatsoever in surplus available for 
dividends, unless revaluation surplus be- 
comes the source of a stock dividend.”* 

Since realized increases in value were usu- 
ally allowed to remain in surplus availablefor 
dividends, while at the same time it was cus- 
tomary to charge depreciation on the re- 
placement values, the conclusion is that 
most businesses writing up their plant assets 
did so primarily in contemplation of the ef- 
fects on net income. This seems even more 
apparent in reference to the write-downs 
going on at the present time. It has been 
pointed out above that write-ups as handled 
did no ultimate damage to the accounting 
conceptions of income and capital. The un- 
derstatement of net income was counter- 

28 This has been by far the most common situation. 
Writing-up assets without subsequently basing de- 

thereon is revaluation purely for 
ice-sheet purposes. It has no relation to the replace- ° 
ment cost theory of cost of production but rather simply 


to the theory that balance sheets would indicate 
“values.”’ For an example, see the financial statements 


i charged to appreciation surplus 
immediately after the write-up of assets, would ulti- 
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acted by an increase in earned surplus or 
capital. Deception extended only to income 
reporting and sometimes to overstatement 
of invested capital. 

Appearances at the present time are that 
greater violence to sound accounting inter- 
pretations of what is capital and what is in- 
come will result in respect to write-downs. 
This would not be the case if a technique 
similar to that devised for appreciation of 
assets were also applied to write-downs of 
assets. Theoretically, if the purpose of a 
write-down is to provide for replacement of 
assets at an estimated lower cost, the ap- 
praised values based on present replacement 
cost measure the amount of capital which 
can safely be liquidated. It becomes peri- 
odically available according as depreciation 
is charged on the replacement values lower 
than cost. However, no case of a write-down 
so far noted has been handled in any way 
other than outright removal from the bal- 
ance sheet of the amount of the write-down. 
This amount is charged variously to surplus, 
to capital surplus, or to surplus created 
through a legal reduction of capital. 

Logically, the same two principles de- 
veloped in respect to write-ups are also ap- 
plicable to write-downs, and they could be 
restated as follows: (1) devaluation initially 
is not loss, but capital decrement, (2) the 
capital decrement becomes “‘realized’’ only 
as the assets written down are depreciated 
or otherwise disposed of. If these two prin- 
ciples were carried into a technique of ac- 
counting for write-downs corresponding to 
that used for write-ups, they would call for 
the following procedure. First, asset values 
would be revised downward to conform to 
the appraised replacement values, and the 
amount of the write-down would be charged 
to a contra account to capital stock and capi- 
tal surplus. Thereafter, depreciation charges 
would be based on the appraised lower val- 
ues rather than on cost.*° This would result 
in the inclusion i¥ net income of amounts 
corresponding to the difference between de- 


3° Presumably, records based on cost will also have 
to be maintained, since it will no doubt be possible to 
take advantage of such higher depreciation charges 
for income-tax purposes. 


preciation charges based on cost and depre. 
ciation charges based on appraised lower 
values. According to the replacement-cogt 
theory this amount represents part of the 
true income available for distribution, since 
it is no longer needed to maintain physical 
capital.** According to conceptions of in- 
come and capital adhered to by accountants, 
however, it is not income, and, if distributed, 
ranks as a liquidating dividend. This is clear 
when the next step corresponding to the 
appreciation technique is considered. As re- 
gards appreciation, it will be remembered, 
the transfer of the realized portion of appre- 
ciation surplus to earned surplus had the 
effect of making up for the income excluded 
from the net-income figure. A similar trans- 
fer to surplus of the realized portion of the 
write-down, would have the effect of cancel- 
ling the really fictitious income included 
in the net-income figure added to surplus. If 
liquidating dividends were to be paid ae- 
cordingly, they would have to be the subject 
of a special capital distribution. 

To sum up, the results of write-downs of 
assets and the subsequent basing of depre- 
ciation charges thereon will be as follows, 
assuming that the present method of treat- 
ment is not altered: (1) an initial decrease 
in total assets and total proprietorship as 
shown on the balance sheet, (2) an overstate 
ment of actual income throughout a subse- 
quent period in so far as assets subject to 
amortization, depletion, and depreciation 
have been the object of revaluation. The net 
effect of writing depreciable assets down to 
replacement values, and subsequently basing 
depreciation charges thereon, is to transfer 
piecemeal to surplus as net income the 
amount of the write-down. The nature of the 
account to which the write-down was origi- 
nally charged will thus determine the nature 
of this portion of ‘“‘earned surplus” and the 
true character of cash dividends based 
thereon. If the write-down was charged to 
earned surplus, the amount is simply re 


3 The same comment made above with respect to 
appreciation also applies here; namely, that there is 
logical confusion between maintenance of physical 
capital and maintenance of general purchasing power of 
the investment. 
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stored thereto. If the write-down was charged 
to paid-in surplus or to a surplus arising from 
legal reduction of capital, the amount repre- 
sents a portion of contributed capital. Con- 
sequently, to the extent that it becomes the 
basis of cash-dividend declarations, liquidat- 
ing dividends are in effect being paid. Le- 
gally, this may not be the case, since paid-in 
surplus is often available for dividend pur- 
poses.*? 

In conclusion, it can be said that the ef- 
fects of present write-downs will probably be 
more in keeping with the replacement-cost 
theory of asset valuation than were the ef- 
fects of the write-ups of the immediate past, 
since reduction of dollar capital will become 
in a way automatic. On the other hand, if 
original capital investment in dollars is liqui- 
dated, the stockholders should be apprised 
of the fact. The danger of the write-down 
movement lies here.** The legal reduction of 
capital or the charge to paid-in surplus at 
the time of the write-down takes care of the 
angle of protection of creditors. But this 
does not reveal the fact that reported net 
income will subsequently be inflated during 
the time the assets revalued remain unde- 
preciated, and still more important that divi- 
dends based on such income will to some 
extent be capital distributions. Public ac- 
countants should insist that these facts be 
disclosed. Assuming that write-downs con- 


* In some states paid-in surplus is available only for 
dividends on preferred stock and then only upon notice 
to the shareholders of the source of such dividends. See, 
for example, Sec. 22 of the Michigan Corporation Law. 

* That the movement has received more approbation 
generally among accountants than did the matter of 
appreciation is particularly noteworthy in this connec- 
tion. Accountants have always been zealous to guard 
against any process (such as omission of depreciation 
or depletion charges) which facilitates impairment of 
capital. Two reasons can be discerned why accountants 
have overlooked or neglected the effect on profits, sur- 
plus, and dividends of the future in connection with 
devaluation of assets. The first is that the matter is 
confused by the presence of write-downs of different 
sorts: (1) write-downs of abandoned and obsolete 
plant, (2) write-downs of inflated values resulting di- 
rectly from appreciation, or indirectly through mergers, 
consolidations, or reorganization. In the second place 
accountants are notoriously conservative, which means 
that they mentally applaud understatement of asset 
values and frown at overstatement. It is to be suspected 
that the immediate effect of writing-down assets 
replacement value appeals to their innate conservatism. 
The ultimate effect is often o 


tinue, as at present, to be charged off imme- 
diately against proprietorship, the disclosure 
to stockholders might take the following 
form: (1) notice on the balance sheet beside 
the plant item concerning the date and fact 
of the appraisal, (2) statement on the in- 
come sheet of the amount of net income 
based on cost, (3) earmarking of surplus rep- 
resenting that part passed thereto in excess 
of income based on cost valuation of assets, 
(4) charging cash dividends first to earned 
surplus based on cost, (5) notification to 
stockholders of the source of any cash divi- 
dends based on the earmarked surplus. 

Legal reductions of capital as a means of 
providing surplus against which write-downs 
can be charged may possibly be approved on 
the theory that corporations could easily 
achieve the same result by going through a 
reorganization.“ But at least the stock- 
holders should know what is going on, not 
only at the time of the write-down, but in 
subsequent years when it has its effect on 
income and surplus. 


THE CASE FOR COST 


One might pose a conundrum, “‘When is a 
cost not a cost?” The solution, of course, 
would be, ““When it is a replacement cost.’’* 
However much one may be in sympathy 
with the general aim of maintenance of 
physical capital rather than of dollars in- 
vested, he can never approve the accounting 
methods of the asset-revaluers unless he can 
accept the thesis that real cost is not cost, 
but is replacement value. Non-acceptance of 
this premise makes all adjustments to re- 
placement value of used and useful plant 
smack of manipulation. 

The greatest justification for cost is that 
the very purpose of accounting is toshow 
costs of operation. This seems never to be 
questioned for those items of cost which can 
in their entirety be classed as expense of the 


%4 See Hoxsey, op. cit., p. 22. 

% It is interesting that in reference to cost of product 
on the income sheet, the Committee on Terminology 
of the American Institute of Accountants has noted 
misnomer when inventories have been priced at market 
or at price other than cost.” Accounting Termi- 
nology, New York, 1981, p. 90. 
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product for the period immediately under 
review. Why costs which must be classed as 
expense of many future accounting periods 
as well are fundamentally any different is 
hard to see. Naturally, the actual costs of 
different companies operating plants made 
up of parts purchased at different times and 
different prices will differ. But is it not the 
very function of accounting to show these 
variations? The costs of all assets other than 
cash, receivables, and outside investments 
represent unrecovered costs for the most 
part; that is, deferred charges to future 
operations. These commitments were made 
in dollars, and so long as asset values repre- 
sent bona fide costs,** it may be said that 
this is just what they should represent. The 
capital invested therein is recovered or not 
(in the case of unsuccessful operation) as it 
is deemed that a portion of the unrecovered 
cost applies to the current accounting period. 
This portion is accordingly charged off as 
depreciation expense. The function of depre- 
ciation in this way has been outlined above 
at some length. There is no reason why the 
net book value (cost less accrued deprecia- 
tion) of assets subject to amortization, de- 
preciation, or depletion should provide, or 
should be expected to provide, any direct 
information as to the market value of those 
assets. If values of any particular assets or 
of the business as a whole are wanted they 
can and should be obtained in other ways.*” 
Yet it is no doubt true that most people who 
read financial statements have a different 
impression.** The following quotation is in- 
teresting in this connection :** 


* It is a fundamental principle that costs are proper 
initial values for accounting purposes only if they 
represent prices arrived at through a process of arms - 
length bargaining; that is, legitimate market value in 
the first place. Needless to say book values do not al- 
ways reflect such costs. Acquisitions of assets through 
the devices of stock issues and exchanges as involved 
in mergers and consolidations provide the most im- 
portant means by which valid costs have been beclouded 
in recent years. And this situation gives some basis to 
the appraisers’ contention that appraised values are 
tc reliable than original costs as recorded on the 


37 It is not intended to imply that the net book values 
of assets may not afford some indication of value. But 
it cannot be too strongly emphasized that net book 
values do not express market values. 

38 The very fact that accountants recognize many 


The “accrued depreciation” of the appraiser 
is not substantially different from the “‘deprecia. 
tion reserve” of the accountant. To be compa. 
rable, of course, they must be determined upon 
the same base, that is on original cost or reproduc. 
tion cost. There may be these differences, how- 
ever. The appraiser aims to determine the “ac. 
crued depreciation” on the basis of the actual 
facts as to the diminution in cost necessary to 
determine value. The “‘depreciation reserve” of 
the accountant may be the result of the mathe. 
matical application of theoretical or arbitrary 
rates of depreciation. It should be checked 
periodically against the appraiser's “accrued 
depreciation” to ascertain its consistence with 
or variations from property facts. 


Paraphrasing a sentence in the quotation 
above—The accountant aims to determine 
the “accrued depreciation’”’ on the basis of 
the actual facts as to the diminution in cost 
necessary to determine income. The eyes of 
the appraiser are on value. The eyes of the 
accountant are or should be on income deter- 
mination. 

The depreciation allowance or “‘reserve’”’ is 
often misused in practice. One of the com- 
mon methods of misuse justified on grounds 
of conservatism is overdepreciating. This 
results in understatement of income and the 
creation of a secret reserve in the deprecia- 
tion allowance. For example, the following 
excerpt is taken from the annual report for 
1929 of the Diamond Match Company (pp. 
37-39) and is quoted here particularly be- 
cause of the references to asset valuation: 


In the deductions applied against the Plants 
and Machinery account (at cost, $9,516,073.82) 
under Reserve for Depreciation ($5,777,554.55) 
are substantial amounts which represent, in 
effect, excess depreciation or amortization over 
what accountants would term “warranted de- 
fensible and allowable deductions.’’. . . Ap- 
praisals of your Company’s plants as of June 30, 
1929, gave a sound depreciated value of the par- 
ent company’s plants, machinery and equipment 
(real estate and personal property) at $14,591,- 
691, and a reproduction value, at present build- 
ing costs and market, of $18,979,948. . . . Fixed 


valid bases for accrusing depreciation, which may give 
radically different results in respect to§net book values, 
would seem to put the lie to the conception that net 
book value is equivalent to market value. 

39 Olson, op. cit., p. 208. 
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plant assets may or may not be a dominant, 

eminent, or even a relatively important factor 
affecting, in these days, the true worth of an 
American manufacturing and distributing com- 
pany. In a stabilized business which produces a 
staple and necessary article and enjoys a measure 
of earned and fully warranted economic and 
ethical protection by the State from unprincipled 
and destructive domestic competition, as well 
as from low-cost producing countries . . . reason- 
able and sound fixed plants and machinery values, 
based on actual appraisals when associated with 
(1) an unquestioned and demonstrated quality 
of plants and (2) proven economy of manufac- 
ture, are proper and justifiable, and their pres- 
entation at a fair replacing value, less moderate 
and rational depreciation deductions (based on 
age, physical condition, efficiency, etc.) on the 
asset side of a balance sheet is valid and defen- 
sible. When, however, a corporation is large and 
enjoys intentionally or unintentionally, whether 
through ignorance or indifference, neither the 
security nor the encouragement of governmental 
protection from either domestic or foreign demor- 
alizing competitive influences, then it is sould 
procedure to drastically write down the book 
value of plants and kindred fixed, or non-movable, 
assets of naturally low forced, liquidating value, 
and seek to build up relatively liquid assets, 
cash reserves, etc. The prime and essential fac- 
tors influencing and ultimately determining the 
value of the capital stock of a corporation engaged 
in a highly competitive, unprotected and chang- 
ing business, are not cost or appraised values of 
plants, machinery and fixed assets, but (1) net 
earnings, (2) excess current or liquid assets over 
all liabilities, (8) trade prestige and goodwill. To 
these can be added flexibility in regard to produc- 
tion and versatility with respect to earning power, 
due to multiplicity of lines, leads and associated 
possibilities. As stated in previous reports, the 
policy of your management in rather drastically 
writing down the book value of the Company’s 
match-manufacturing and associated plants and 
in building up liquid assets—quickly convertible 
into usable cash—during recent years, is because 
of the possible need of changing, in the compar- 
atively near future, the prime sources of produc- 
tion for supplying your Company’s customers 
and the American trade in general with matches 
as needed to cope with existing and threatened 
competition. 


It may be good business policy, but it is not 
good accounting to charge excessive depre- 
ciation, thereby understating income and 


correspondingly understating earned sur- 
plus. The policy could be as easily carried 
out, without distorting the income sheet 
and balance sheet, by basing depreciation on 
recognized rates and appropriating surplus 
to special reserves in whatever amount was 
deemed necessary to provide for exigencies.*° 


FURTHER JUSTIFICATION FOR 
COST VALUATION 


There are two other important reasons 
why cost should continue to be the general 
basis of valuation for assets which in fact 
represent unrecovered costs chargeable to 
future periods. 

The first reason is that cost, if properly 
stated in the first instance, records fact rath- 
er than conjecture. It is ordinarily easier 
and much less expensive to maintain plant 
records based on cost than on other valua- 
tions.“ If adhered to, costs provide financial 
statements with a degree of comparability . 
which cannot be approached by other meth- 
ods so far devised. Moreover, cost is gener- 
ally understood, and if accountants educate 
the public to appreciate the fact that book 
values represent cost and depreciated cost, 
not values, there can be little possibility of 
misinterpretation and also less opportunity 
of misrepresentation in financial statements, 
short of actual falsification. All these factors 
are summarized in the following statement :* 


Only cost can be submitted as the one consist- 
ent scheme of valuation to which there has been 
any degree of adherence by accountants. Inflated 
values during periods of prosperity and shrinkages 
during periods of depression point to cost as the 
only basis not subject to constant variations. | 
What is more, it is the easiest of values to ascer- 
tain, and if it could be agreed to as a principle 
of valuation—to persist through successive reor- 


40 Other cases in which the te allowance for 
depreciation is over 50 per cent of gross value of plant 
and facie e of overdeprecia- 


tion—include: General Electric Company 
$1, 1931), American 


Cyanamid 
$1, F. Goodrich Company $1, 
1931 


41 The fact that actual cost was unascertainable, 
which contributed so largely, at least in early cases, to 
the courts’ preference for reproduction cost, is now 
rarely applicable. For many years records 
have been kept by our larger industrial concerns. 

42 Accountants’ Handbook, op. cit., p. 949. 
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ganizations without change—accounting as well 
as tax procedure would be immensely simplified, 
and the public as well as bankers and others to 
whom present-day practices are little more than a 
maze of technicalities would be able much more 
readily to comprehend their meaning. 


The final argument here for cost is that 
one of the primary aims of replacement-cost 
valuation—provision that through deprecia- 
tion charges a portion of revenues is set aside 
sufficient in amount to replace assets—can 
perhaps be achieved as effectively using cost 
as a basis for depreciation as using replace- 
ment values. In the first place, while the 
replacement values used must necessarily be 
current replacement costs, the actual re- 
placement will involve future and not cur- 
rent replacement costs. If the replacement 
is not imminent, there is as good a chance 
that original cost will approximate the ac- 
tual replacement cost as that any intermedi- 
ate replacement cost will. In the second 
place, plant assets include many different 
items of real and personal property. Many 
individual price levels are involved, and 
while the prices of some items will be rising 
others may be falling. Further, there is the 
effect of progress in the arts upon replace- 
ment cost. Consequently, higher replace- 
ment costs for some units of property will be 
partially offset by lower replacement costs 
for others. Depreciation charges based upon 
original costs may thus, in the end, provide 
for replacement in the aggregate as closely as 
would such charges based on replacement 
values. The larger the business enterprise 
and the more diverse its interests, the more 
this is apt to be true. Indeed, there is reason 
to believe that this has been the experience 
in the past. The following statement by Jus- 
tice Stone of the Supreme Court, though 
made in reference to a street railway prop- 
erty and in a rate case, has a wider applica- 
tion 
Experience, which embraces the past fifteen years 
of high price levels, and the studies of experts 
. .. have demonstrated that depreciation reserve, 
calculated on the basis of cost, has proven to be 
a most trustworthy guide in determining the 
Opinion, United Rail- 
est, 280 U.S. 234, 1930. 


* Justice Stone, Dissenti 
ways and Electric Company v. 


amount required to replace, at the end of their 
useful life, the constantly shifting elements of a 
property such as the present. 


SUMMARY AND CONCLUSION 


Cost is the logical and preferable basis for 
balance-sheet valuation of plant and equip- 
ment. Deviation from cost results in distor- 
tion of future income and earned surplus. 

There is some basis for the contention 
that the physical capital employed be main- 
tained rather than simply the dollars in- 
vested. This does not call, however, for valu- 
ation of assets at replacement cost and de- 
preciation charges based thereon, but rather 
for appropriation of surplus or for liquida- 
tion of capital. 

The belief that asset values of plant and 
equipment as shown on the balance sheet 
indicate market value or any other value 
should be discouraged. They should repre- 
sent legitimate unrecovered costs, long-term 
prepaid expenses, and in this way display the 
“financial condition’”’ of the individual enter- 
prise in question. 

If assets are written up or written down to 
replacement value such action should only 
follow due consideration and detailed ap- 
praisal of the various assets. Blanket appre- 
ciation or devaluation involving rough esti- 
mates is to be decried. Furthermore, the 
fact of revaluation should be indicated on 
the face of future financial statements until 
all the assets revalued have been fully depre- 
ciated, abandoned, sold, or otherwise dis- 
posed of.“ 

Universal adoption of the cost basis would 
allow for less misrepresentation and mis- 
interpretation in financial statements and 
would afford agreater degree of comparability 
than now exists.“ 


“ E. L. Kohler in “Corporate Reports to Stockhold- 
ers,’ The Certified Public Accountant, Washington, 
March, 19338, p. 155, says: ““When any asset is written 
down from cost to market or present values, notations 
of original cost should continue to appear until the 
asset is disposed of.” 

Among 294 balance sheets no mention was givel 
of the basis for valuation of plant and equipment in 202 
cases. Probably the majority of this number were at 
cost in the absence of specific information to the con- 
trary. Of 85 mentioning the valuation base, 39 gave 
cost, 31 appraised values, and 15 “book values” or 
“ledger values” (which tells nothing except that the 
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WRITE-OFF OF IDLE AND OB- 
SOLETE PLANT 


Accounts with debit balances can repre- 
sent loss as well as asset value. Thus, book 
values of plant may not always reflect asset 
value. If assets are idle, obsolete, and virtu- 
ally abandoned, and there is little or no pos- 
sibility of their ever being used in the busi- 
ness again, they should be written off against 
earned surplus. A loss has been suffered and 
although it has probably not been ultimately 
realized (the income-tax standpoint), none 
the less good accounting should recognize 
it. This can be done by writing the book 
value of such plant down to salvage value“ 
or by creating a reserve of sufficient propor- 
tion to absorb the same loss. The write-off 
should be made to earned surplus. If earned 
surplus is insufficient a deficit should be car- 
ried forward. Setting up the amount of such 
a loss in an account to be handled as a de- 
ferred charge and absorbed in future income 
is a treatment occasionally suggested, which, 
under special circumstances, has received 
the approval of the Interstate Commerce 
Commission in the account “‘property aban- 
doned chargeable to operating expenses.” 
This account is listed as an asset on the pre- 
scribed form of balance sheet under the cap- 
tion “unadjusted debits,” and it is to be 
charged (only upon the approval of the Com- 
mission, however) with “fixed improve- 
ments abandoned directly in connection with 
improvement or betterment work which are 
relatively large and the inclusion of which 
in the carrier’s accounts for a year would 
seriously distort the accounts.”*? A further 
provision is that the carrier must show in its 
annual report to the Commission as long as 
any amount remains: “The period over 
which it is proposed to distribute the bal- 
ance,” date of the abandonment, and the 
total amount originally to be charged off. 


auditors probably intended a qualification). Balance 
sheets of 7 companies had to be excluded for one reason 
or another from this tabulation. 

“ For example, see the balance sheets of Certain- 
teed Products Company (December 31, 1980) and 
Vadsco Sales Corporation (December 31, 1931). 

‘? Classification of Income, Profit and Loss, and Gen- 
eral Balance Sheet Accounts for Steam Roads, Prescribed 
by the Interstate Commerce Commission, Washington, 
1914; Account No. 726. 


It is not intended here to recommend any 
such treatment for industrial concerns. 
Earned surplus should be charged for such 
write-downs even if this results in a deficit. 
But as an alternative to writing off such 
losses to capital surplus or to surplus created 
through a reduction of legal capital, it would 
be the lesser of two evils. 

If a proposed write-off is of temporarily 
idle plant or of plant used only to a small 
portion of normal capacity a different prob- 
lem is involved. There is no justification for 
writing down temporarily idle or partially 
utilized plant. Expense has not become less 
just because output is far below normal. 
Rather has cost, in terms of aggregate prod- 
uct, increased. However, there is some ex- 
cuse from a cost-accounting standpoint for 
allocating something less than the entire 
normal depreciation expense to production 
cost, but this does not justify recognizing no 
depreciation,** or recognizing depreciation 
only at some fraction of previous rates.‘* It 
it more reasonable, and there is a tendency in 
this direction, to compute depreciation 
charged to expense on some carefully calcu- 
lated percentage of normal output, recogniz- 
ing the remainder of depreciation charges as 
a deduction to be taken after the operating 
income balance.** That this no new situation 
nor no new solution of the problem is shown 
by the following two illustrations. The in- 


48 The annual report of the American Radiator & 
Standard Sanitary Corporation for 1931, for example, 
contained the following comment: “Depreciation has 
been charged at the customary rates against the profits 
of all companies showing a net profit. Such charges, 
however, have not been made with respect to companies 
showing a deficit for the year.” Again, the income sheet 
of the Cuban Cane Products Co., Inc., for the year 
ending September 30, 1931, concluded with the item 
“net loss for the year before charging interest and 
depreciation.” Interest was deducted in the surplus 
analysis, but there was no reference to depreciation. 

49 For instance, the 1931 income sheet of the Belding 
Heminway Company carried the following footnote: 
“Depreciation charge computed at half the rates used in 
previous years.” 

50 Recent income. sheets presented on such a basis 
include those of the Spicer Manufacturing i 
(1931), “depreciation and expense of idle plant”; 
American Hide and Leather Company (year ending 
June 28, 1930), “idle plant expense”; United States 
Steel Corporation (1931), “sundry net manufacturing 
and operating gains and losses, including idle plant ex- 
penses” an adjustment of operating income. 
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come sheet of the United States Steel Cor- 
poration for 1904 opened as follows: 


Gross Recipts—Gross sales and earnings........ 
Less: Manufacturing and producing cost and 
operating 
Sundry net manufacturing and operating gains 
and losses, including idle plant expenses... . . 


Similarly, the income sheet for the year 1922 
of the Wheeling Steel Corporation included 
the item “idle plant expense” among non- 
operating charges. In so far as the purpose 
of this practice is to contribute to the show- 
ing of a lower production cost than would 
otherwise be the case, it has a minor effect 
which tends to defeat that very purpose, for 
to the extent that depreciation on idle plant 
would have become embodied in the closing 
inventory valuation, the amount would have 
automatically become deferred as an expense 
until a subsequent accounting period. This 
applies fully to the period in which the 
method is introduced and thereafter only 
as the closing inventory is larger than the 
opening inventory. 

A suggestion has been advanced that idle 
plant expense representing the same propor- 
tion of total depreciation that present utiliza- 
tion is to normal capacity might be capital- 
ized as “deferred depreciation expense” to 
be charged off in times of prosperity as utili- 
zation of plant exceeded the same normal." 
Advantages of the proposal are given as (1) 
“it would present a clear picture at all times 
of the degree to which the corporation had 
failed to charge to current expense that pro- 
portion of depreciation upon its plant charge- 
able upon the basis of an even spread,”’ (2) 
since the amount should eventually have to 
be absorbed in operating expense, it would 
tend to discourage relieving ‘“‘current charges 
at the expense of the future,” (3) it provides 
a basis mathematically ascertainable “as 
against the rough exercise of judgment, for 
any reduction of depreciation appropria- 
tions,” and (4) “it would appear to be of 
much value in cost accounting. The produc- 
tion department faces insuperable difficulties 
when it endeavors to spread over the cost of 
goods produced by a relatively small portion 


% Hoxsey, op. cit., p. 15. 
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of the plant the fixed charges for deprecia- 
tion of plant which is either wholly out of use 
or used but little.” It is fair to absorb more 
in production costs during good times, “‘since 
the law of increasing returns operates in most 
businesses during periods of great produc- 
tion,” and consequently the recognition of 
deferred depreciation at such times will 
“prevent the over-statement of profits from 
a continuous earning capacity standpoint.” 

Reasons (1) and (8) are the most valid, but 
they remain advantages of a plan which can 
be approved only if some worse subterfuge 
would otherwise be employed to reduce cur- 
rent depreciation charges. Reason (4) con- 
tains just enough truth to be vicious. It is 
the sort of thing that business men willin 
general heartily approve. The output method 
of depreciation, however applicable it may 
be for specific units of equipment and in rela- 


tion to seasonal fluctuations, cannot fairly | 
be applied to plant as a whole and in relation | 
to cyclical fluctuations. Obsolescence, which | 
has doubtless been a more important factor | 


_in depreciation than use, tends to operate at 


an accelerated rate during times of depres- 


sion. Consequently, when the output method | 


of depreciation is interpreted as in the quota- 


tion above it becomes little more than a | 


cleverly disguised statement of the old doc- 
trine that depreciation and similar expenses 
need be recognized only if earned. It would 
be just as legitimate to defer recognition of 
any other fixed expense, such as rent or taxes 


so long as over a long period the aggregate | 
expense was charged. It can be insisted that | 
if the income sheet is to show a true picture | 


the full quota of maintenance and deprecia- 
tion on used and useful plant must appear 
somewhere therein.™ 


VALUATION OF LAND AND WASTING ASSETS 


The foregoing discussion has referred pri- 
marily to tangible and depreciable plant, 


5 Among large corporations upholding the case for 
equalizing income through varying depreciation charges 
is the Detroit Edison Company. See its 1926 annual 
report for a statement of the policy. The trouble with 
such theories is that they make an incidental effect of 
depreciation accounting, maintenance of capital, its 
prime excuse for being. 

® Paton, op. cit., p. 266. 
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though the intention is that it should apply 
in general to other assets representing future 
operating costs, and as such subject to amor- 
tization or to depletion. In other words it 
applies to intangibles like patents and copy- 
rights; to leaseholds; and to wasting assets. 
Land, however, and wasting assets have 
special characteristics which call for brief 
further treatment. 

Land is a permanent asset, ordinarily not 
subject to declining asset value through use, 
and as such it deserves separate designation 
on the balance sheet.™ For one thing it is ob- 
viously incorrect to include land with de- 
preciable assets and then deduct the allow- 
ance for depreciation from the total figure. 
Further the value of land is subject to for- 
tuitous circumstances which do not affect 
other fixed assets. Its value, in other words, 
is not determined by its use in the business. 
In regard to writing-up (or writing-down) 
land to market value, Montgomery says:* 


As a matter of fact, an increment in the stated 
value of land upon which factory buildings are 
erected, usually means higher taxes, with no in- 
crease in earning power, so that an increased 
valuation is a detriment so far as current opera- 
tions are concerned. The business does not re- 
ceive any benefit therefrom except in case of 
sale of liquidation, and an adjustment of the book 
value need not be made until these actually occur. 
Similarly, if land has apparently depreciated in 
value, custom justifies the carrying of this item 
at cost until realization, at which time only can 
the actual value be determined. 


There is more to be said, however, for 
stating land at appraised market value than 
for so showing depreciable assets. In the first 
place the objections regarding distortion of 
actual future operating costs do not apply. 
Second, if the increase or decrease in value of 
land is considerable, the matter should doubt- 
less be disclosed to interested parties. The 
case of an increased value is particularly im- 
portant. For one thing it is often possible to 


% Of 181 cases (out of 294) in which all plant was 
not displayed as a single item on the balance sheet, land 
or wasting assets or both were the only exceptions in 41 
cases. In 90 balance sheets further classification of 
tangible plant assets was given. 

R. H. Montgomery, Auditing Theory and Practice, 
Third Edition Revised, v. I, New York, 1922, p. 181. 
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market some of the holdings without dis- 
turbing the plant, and further, if the land 
value increases sufficiently, its present utili- 
zation may become uneconomical to such 
an extent as to call for a change of location.” 

If it is deemed desirable to state the ap- 
praised value of land in the balance sheet, 
this can be accomplished by footnote or by 
parenthetical statement following the land 
item as listed. If the appraised value is 
brought onto the books, however, the result- 
ing credit or debit represents an unrealized 
addition to or subtraction from capital. It | 
should not be merged with earned or capital 
surplus, and should be shown in proprietor- 
ship on the balance sheet as a separate item. 

In a sense wasting assets can be classed 
as inventory. In practice at least one com- 
pany follows this interpretation.’’ Only the 
portion which is to be used, say, in the suc- 
ceeding accounting period, however, is 
legitimately a current asset, and if this were 
shown as such on the balance sheet it would 
also be proper to include a similar portion of 
the cost of depreciable and amortizable as- 
sets. The only distinction between wasting 
assets and other costs evidenced by lump- 
sum purchase is that the wasting assets. 
become in substance the product or become 
physically part in the product. Buildings and 
machinery, equipment, and patents can also 
be conceived as becoming embodied in the 
product in an intangible fashion. 

In regard at least to certain types of wast- 
ing assets, such as deposits of precious min- 
erals and pools of oil, their cost is not only 
difficult of ascertainment—for example, how 
much of prospecting and exploration cost 
should’be assigned to a given mine or well— 
but often bears no indication or relation to 
the value of the product. For this reason and 
owing to the fact that for income-tax pur- 
poses depletion can be deducted on “dis- 
covery values,” some companies do not 


value assets subject to depletion at cost.®* 
5% See the Accountants’ Handbook, op. cit., p. 477. 
57 The Diamond Match Company includes ‘ i 
timber (at cost, less depletion)” under the caption “in- 
ventory and current assets” on its balance sheet. 
58 The balance sheets (December 31, 1981) of both 
the Socony- Vacuum Corporation and the Indian Re- 
fining Company state that appraised value is the basis 
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Other companies retain cost in the financial 
statements.** Some refer to the fact that the 
“discovery value” provisions in the income- 
tax regulations are being availed of, usually 
in footnotes somewhat as follows: 
Note—Entries recording depletion are 
made upon the books of the Company, but 
being made for income tax purposes only, 


used. The Miami Copper Company balance sheet 
(December 31, 1931) lists mines and mining claims at 
discovery value—‘‘at value agreed upon with Treasury 
Department for depletion purposes.” 

® Continental Oil Company, Humble Oil & Refining 
Company, and Phillips Petroleum Company (Decem- 
ber 31, 1981) state that cost is used. Also Inspiration 
Consolidated Copper Company (December 31, 1930). 
The Phillips Petroleum Company annual report for 
1928 contained the following comment: “Early in the 
Company’s history appreciation by independent ap- 
praisal was set up on the records in the amount of $17,- 
458,261.22. Subsequent appreciation has not been 
added, with the result that the item has become mis- 
leading and has, therefore, been charged off, thus pre- 
senting the balance sheet on a cash basis.” 


the result of those entries is omitted from the 
current statements.*° 

Cost doubtless remains the preferable basis 
for balance-sheet valuation of wasting as- 
sets. The fact that cost and correct deple- 
tion bases may be more difficult to ascertain 
than for depreciablg assets cannot be con- 
sidered as arguments for market values. The 
strongest argument for values other than 
cost is that the use of “‘March 1, 1918, value” 
and “discovery value” only, may save con- 
siderable duplication in record-keeping. 


6° Income sheet of the Greene Cananea Copper Com- 
pany for 1980. See also annual report for 1930 of the 
Calumet and Arizona Mining Company. Similarly, the 
December 31, 1931, balance sheet of the Kennecott 
Copper Corporation contains the following comment 
introduced parenthetically after “earned surplus”: 
(without deduction of any depletion based on March 1, 
1913, values). 

1 Cf. Couchman, op. cit., p. 118. 
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TAXATION AND THE NATURAL BUSINESS YEAR 


GaBrRIEL A. D. PREINREICH 


I 

OR A number of years, a special com- 
ce of the American Institute of 

Accountants has been actively en- 
gaged in disseminating information about 
the so-called ‘‘natural business year” and the 
advantages which its adoption as the logical 
accounting period would bring to account- 
ants and clients alike. Many arguments for 
closing books at the time when business ac- 
tivity is at a low ebb have been so often and 
so ably presented, that their restatement 
here is unnecessary. The only question 
which does not appear to have received its 
share of attention is: What effect does the 
keeping of books on the basis of the natural 
business year have upon the income tax 
liability of the taxpayer? 

So far, this subject seems to have elicited 
only the passing remark that the changing 
of the accounting period from the calendar 
year to the natural business year will not 
affect income tax liabilities adversely. It is 
the purpose of the present paper to show 
that, not only are there no adverse effects to 
be feared, but that corporate taxpayers con- 
forming to the natural business year enjoy a 
substantial advantage over those who do 
not. Although the nominal rate of taxation 
is equal for all, the effective rate is lower for 
the former than the latter. 

The inequality of taxation resulting from 
a difference in accounting periods may be il- 
lustrated by a simple although somewhat ex- 
treme example adapted from actual practice. 

Two companies, similar in every respect, 
have started operations at November 1, 1929 
in an industry which is very active in No- 
vember and December, but rather slow 
throughout the rest of the year. Company A 
closed its books at December 31, 1929 and 
reported a taxable income of 2p for the two 
months then ended. Company B also earned 
a profit of 2p, but did not close its books 
until October 31, 1930. By that time, both 
companies lost one-half of their Christmas 


profits, so that B now reported an income of 
p only for the fiscal year ended October 31, 
1930. The second Christmas season again 
yielded a profit of 2p to each company and 
A duly reported an income of 7: in its second 
tax return covering the calendar year 1930. 
By March 15, 1931, A had made two tax 
payments totalling 3pt (using the symbol t 
for the tax rate), whereas B, only two months 
earlier, made its first contribution to the 
Treasury in the amount of pt. Clearly B has 
the use of its funds much longer than A. As- 
suming that business conditions remain un- 
changed, the advantage enjoyed by B over 
A will amount to 22pti/12 per annum (i 
being the current rate of interest). In other 
words, if A’s effective income tax rate is t, 
the rate paid by B is only #(1—11%/6). When 
money is worth 6%, that is a rebate of 11%! 

A now obtained permission to change its 
accounting period to the fiscal year used by 
B, and reported a loss — p for the ten months 
ended October 31, 1931, which was de- 
ductible from a profit of p earned during the 
next fiscal year. Accordingly the next tax 
payment of pt was postponed to January 15, 
1934. At that date, both companies will be 
on an equal footing as to the principal 
amounts of the taxes paid, but A will have 
lost 54pti/12 of interest in the meantime! 
(N.B. Compounding of interest omitted.) 

This example also answers the delicate 
question of whether it is proper or ethical to 
change one’s accounting period for the 
avowed purpose of saving taxes or rather in- 
terest thereby. If it was legal and proper for 
company B to adopt the natural business 
year at the outset, the canon of equality in 
taxation requires that company A be per- 
mitted to place itself into B’s position if it so 
desires. Income tax regulations make no 
specific mention of the matter, but applica- 
tions for change supported by the plea that 
the corporate taxpayer wanted to bring its 
books into agreement with its natural busi- 
ness year have been approved by the Com- 
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missioner of Internal Revenue. A clear dis- 
tinction should, of course, be drawn between 
a legitimate attempt to secure permanent 
rights and privileges already enjoyed by 
competitors and the frequent manipulation 
of closing dates to exploit temporary changes 
in business conditions. 

The theoretical limits of the natural busi- 
ness year may now be examined from the 
viewpoint of taxation. The last old closing 
date will evidently be defined as that point 
in time, at which the present value of all 
future income tax payments is a minimum. 
In order to single out the problem of seasonal 
fluctuations, it is necessary to disregard 
changes in profit due to the business cycle, 
the general long-term trend and the indi- 
vidual trend of the business under considera- 
tion. What is left is a perpetuity of equal 
annual payments beginning fourteen and a 
half months after the first closing date yet to 
be determined, plus a smaller initial payment 
due two and a half months after the same 
closing date. The present value of all these 
shall be a minimum. 

Designating the independent variable, 
namely the time elapsed by z, the profit 
earned will be a function of z, which may be 
called y. Using the symbol ¢ for the tax rate 
and 7 for interest, the present value of all 
future tax payments is given by the ex- 
pression : 


The time z is here given in terms of the 
arc, 2x being a full year. P; will be a mini- 
mum, when its first derivative vanishes. Ac- 
cordingly: 


@) 


When y is known in terms of z, (2) can be 
readily solved. For instance, the seasonal 
profit fluctuations of a good many businesses 
conform with reasonable accuracy to 


(8) y =cos ( +A 


where m represents the number of months 
elapsed from the beginning of the calendar 
year to the date of the peak in seasonal busi- 
ness activity. The electric light and power 
industry or department stores are examples 
of an even simpler set-up, where m is ap- 
proximately zero, meaning that the peak is 
reached about December 31st and the bot- 
tom about June 30th. In this simplified form 
then, 


(4) y=cos 


The constant A represents the average 
profit, expressed in terms of the maximal 
deviation from it. For instance, if the best 
month’s profit be $90.000 and that of the 
poorest month $30.000 


__ 800.000 
~ 930.000 


Substituting (4) into (2) and performing 
the integrations 


(5) 
log, ond 
T 


Assuming now for the sake of illustration 
that A=2andi=5% 


-04879 


To avoid the difficulties of solving this 
equation by direct methods, we may replace 
z on the right side by our best guess as to its 
probable value. The left side will then 
furnish a closer approximation, which can be 
used in place of the first. Repeating the 
process, we obtain 


(6) cos z+2= 


(22-+-sin r+80r) - 


x=270° 55 


In terms of the calendar, this means that 
if the seasonal profit fluctuations of a com- 
pany conform to the function 


(7) y=cos 


and if money is worth 5% to it, then its 
books ought to be closed on the 275th day 
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of the year, i.e. on October 2d. Since the in- 
come tax law does not recognize closing 
dates not coinciding with the end of a calen- 
dar month, the date is September 30th for 
practical purposes (z= 37/2). 

The graph of function (7) shows that the 
closing date ought to be placed at the point 
where the curvé, on the up-grade, intersects 
the line of average profit. Substituting other 
values for A and 7 into (5), it will be found 
that the higher those values, the greater the 
lag of the theoretical closing date behind the 
intersection. For all reasonable values, how- 
ever, the lag is less than 7/12 or half-a- 
month and may therefore be disregarded. 

The mathematical limits here computed do 
not coincide with the points of lowest ac- 
tivity commonly considered to mark the 
natural business year, but the difference is 
not great enough to prevent a useful com- 
promise between the two viewpoints. In 
fact, most of the advantages not connected 
with taxation are equally present in a fiscal 
year closing at the end of the dull season. 
The days immediately preceding the busy 
period are the logical time for housecleaning 
and adjustment; inventories are apt to be 
lowest just before orders are placed for the 
new season, etc. Where operations during the 
dull period usually entail losses, conserva- 
tism requires that the annual measurement 
of wealth take place after those losses have 
been suffered. An accounting period can 
thus be selected, which will combine in a sub- 
stantial measure all the benefits to be gained. 

Returning again to the subject of taxa- 
tion, it may be of interest to compute the 
amount of saving possible for various values 
of A. High values mean, of course, that the 
business is not very seasonal and that cor- 
respondingly not much benefit can be de- 
rived from the adoption of the natural busi- 
ness year just described. 

In general the saving equals the differ- 
ence between the present value of all future 
income tax payments on the basis of the 
closing date used in the past and the present 
value (1) hereinbefore minimized. The com- 
pound discount for 24 months may be omit- 
ted by considering the tax date and not the 
closing date as the basis of computation. 
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(8) 


Substituting (4) and integrating 
S=t 
(9) 
( 4e-+sin 


Substituting further A=2; 

t= 18.84%; andi=5% 
S=.124689. 

The saving is given in units of the area be- 
tween the curve (7) and the abscissa, where 
a year’s profits are represented by 27A. If 
therefore 

=4n corresponds to, say $727.272.73 
s $727.272.73 X .124689 


= $7.216.32. 


Since the corporation tax on an income of 
$727.272.73 is $100.000 (183%), the present 
value of all future savings equals—in the 
circumstances assumed—about 7% of one 
year’s tax (7). For smaller values of A, the 
amounts saved will be greater. Thus for in- 
stance for 


For A=0 the saving equals the entire tax 
which might otherwise become payable. 
That is, if a company’s profits in the busy 
season are always exactly offset by its losses 
in the dull season, it need never pay any 
tax, unless it chooses to close its books be- 
fore the profits of the first busy season have 
been exhausted. 

The three examples just given were com- 
puted by assuming an interest rate of 5%. 
If money is worth more, the present value of 
all future savings is less, although the annual 
savings are greater. Recomputing S for the 
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same three values of A, but for i= 10% gives 
the following results: 


S = .0656232 T 
.1897114 T 
5842406 T 

and for 1=20% 
S = .0543142 T 
.1219701 T 
5401607 T 


To obtain the amount saved per annum, 
all that is necessary is to multiply the pres- 
ent value of the total savings by the interest 
rate. 

It should be clearly understood that the 
results computed are simply illustrations 
from which only general conclusions can be 
drawn as to the saving possible under other 
circumstances. The figures given are valid 
for seasonal profit fluctuations conforming 
to (4) and for a change from the calendar 
year to a fiscal year ended September 30th. 
More generally, they are also valid for (3), 
whenever the closing date conforming to past 
practice, namely 


(10) 


(Dec. 31st for m=0) 


is discarded in favor of the most favorable 
closing date 


(11) 


2 


(Sept. 30th for m=0). 


If the old closing date, instead of (10), had 
been 


(12) 


2 


(March 31st for m=0) 


the saving would have been approximately 
twice as great and a maximum for this par- 
ticular type of profit curve. The position of 
the old closing date is therefore an important 
factor determining the amount which can be 
saved. The most unfavorable closing date is 
located at the point where the curve, on its 
way down, intersects the line of average 
profit. For (8) that is (12). 
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The shape of the curve is another ele- 
ment of importance. In general, the sharper 
the peaks and the wider the valleys, the 
greater the amount saved by placing the 
closing date at the point where the curve, 
on its way up, intersects the line of average 
profit. For an inverted cycloid, for instance, 
the equation of which is 


(18) 2=A arc vers 


the saving is about four times as great as for 
(3). The profit fluctuations of the twin com- 
panies described at the outset are of this 
type. 

An even more extreme case is presented by 
a patent holding company, whose sole source 
of income is a royalty payment due once a 
year. Assuming that the first royalty is 
received at the end of the company’s first 
year of existence, a nominal tax rate of ¢ per 
annum can be reduced to an effective rate of 
about ¢t(1—7) by postponing the due date of 
the annual income by a single day. That 
appears to be the absolute minimum of the 
effective tax rate under the law of 1932 as 
amended by the National Recovery Act. 
Before the amendment the minimum was 
about ¢(1—@2t) as against almost 
under the 1928 act, since losses could be 
carried forward for one year and two years 
respectively. 

It may be seen from the foregoing that a 
corporation will benefit from synchronizing 
its accounting period with its natural busi- 
ness year as here defined. The gain obtained 
may be described either as the saving of a 
lump sum at the time of the change or as the 
saving of interest equal to a reduction of the 
income tax rate for the entire period of the 
company’s future existence. The principal 
criteria governing the extent of this saving 
may be restated as follows: 


I. The relative magnitude of the seasonal fluc- 
tuations of profit, as expressed by the quo- 
tient of the maximal deviation from the av- 
erage over the average (A). 

II. The money rate, i.e. the rate which the 
amount saved is worth to the corporation (i). 
III. The interval between the old closing date 
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and the closing date of the natural business 
year (z). 

IV. The relative length of the dull season as com- 
pared to the busy season. 

Y. The number of years or accounting periods 
for which the Federal income tax law per- 
mits losses to be carried forward. 


The greater each of these five elements, 
the greater the resultant saving. But formula 
(8) will give correct results only if 


f ydz=0. 
0 


In terms of (4) and (9) the requirement is 
that 


(14) 


Az+sin 
so that for x= 37/2 


A2—=.212. 


If A is smaller, there will be a net loss for 
the period of transition from the old calen- 
dar or fiscal year to the natural business 
year. In accordance with the provisions of 
the National Recovery Act this loss (L) will 


lapse without benefit to the taxpayer so that 
the saving is limited to 


(15) 


(is) limit . 
L=0 7 


If losses could be carried forward for one 
year as provided in the unamended 1932 Act, 
the limit of possible savings would be reached 
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2 \ 
am) f f 
or in terms of (4) and (9) 
Az+sin rS 


(18) As—=.091 
pt 
— 
+i(1 


This formula takes into account the fact 
that the loss does not bear interest, but is 
deductible only at face value from the profit 
of the next year. Finally if losses could be 
carried forward for two years as under the 
1928 act 


limit 
L=—2p 7 


These formulae may again be of interest 


when the present emergency legislation is 
repealed. 


(20) 


II 


Practical inquiry into the savings possible 
in an actual case need not involve higher 
mathematics. Given for instance the follow- 
ing 

PROBLEM 


The monthly profits of corporation C for 
the four years ended December 31, 1932 


when were as follows: 
1929 1930 1931 1982 
$+ 30.000 $+ 80.000 $+ 43.000 $— 15.000 
+ 21.000 + 60.000 + 8.000 — 86.000 
+ 18.000 + 384.000 — 389.000 — 50.000 
+ 9.000 + 23.000 — 52.000 — 75.000 
+ 25.000 + 38.000 — 28.000 — 63.006 
+ 34.000 + 42.000 — 23.000 — 55.000 
ers + 60.000 + 52.000 — 19.000 — 38.000 
ss as + 61.000 + 62.000 — 12.000 — 10.000 
Sere + 72.000 + 67.000 — 7.000 + 15.000 
a + 90.000 + 73.000 + 4.000 + 40.000 
See + 96.000 + 71.000 + 10.000 + 46.000 
ee ee eee + 93.000 + 68.000 + 8.000 + 42.000 
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What is the closing date of the natural 
business year and what savings in taxation 
can be effected by abandoning the present 
closing date in favor of the date computed? 

Assume that the years examined comprise 
a full business cycle, during which the long- 
term trend was horizontal. Money is worth 
10% to the company. 


SOLUTION 


The average monthly profits for the four 
years ended December 31, 1932 are: 


The average of monthly averages is greater 
than the average of July profits, but less 
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than that for August. The new closing date 
therefore, is July 31st. 

If the company continued to close its 
books at the end of the calendar year, the 
present value of the average future profits at 
March 15, 1983 would be: 


But if July 31st is chosen 
as the closing date 


1 
(— ($17.250+%2.395.000)= 2.281.747.30 


) 
Corporation tax rate................ 13.75% 


Present value of all future savings.... $ 15.572.25 


Average saving per annum........... 1.557.283 


This result is, of course, merely a rough 
estimate, subject to all the errors inherent 
in a method of estimating future profits on 
the basis of past experience. Nevertheless it 
should be evident that the adoption of the 
natural business year must result in sub- 
stantial savings. 
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INCOME 


Henry W. SwEENEY 


PRECEDING article! declared that cor- 
rect demarcation between capital 
and income constitutes the funda- 
mental problem of accounting, and then 
went on to explain the various meanings and 
aspects of capital. The present article does 
the same for income. 
Income? is the economic benefit coming in 
during a period of time. 
This definition thus asserts that: 


1. Income in the ordinary sense is “economic,” 
ie., made up of something that is useful, ap- 
propriable, and relatively scarce. 

@. Income is made up of an economic gain or im- 
provement—a “benefit.” 

§. The benefit is received or rendered disposable or 
used to enhance economic power—in other 
words, it flows to or “comes in.” But such 
coming-in is not meant to imply the consump- 
tion or enjoyment of the benefit. Hence, in- 
come as here defined does not represent either 
the objective aspect of a benefit that is con- 
sumed after it has come in, or the subjective 
satisfaction that may be derived from such 
consumption. 

4. The coming-in takes place within a period of 


time. 


The definition above, however, purposely 
refrains from asserting that the economic 
benefit need be a “‘net”’ one, i.e., a benefit re- 
maining after any necessary costs or sacri- 
fices or risks of acquisition have been de- 
ducted from the total, or “gross,” benefit. 
For according to the point of view under- 
lying the definition such a distinction is 


1 Sweeney, H. W., “Capital,” The Accountine Re- 
vinw, vim, $ (Sept., 1983). 

2 Most writers, before attempting to define income, 
stress the difficulty of performing such a task with 
accuracy and comprehensiveness; e.g., Hewett, W. W., 
The Definition of Income and Its Application in Federal 
Tazation, pp. 8-9; National Bureau of Economic Re- 
search, Inc., Income in the United States, pp. 3-4; 
Palgrave’s Dictionary of Political Economy i ed. 
by Higgs, H., 1923), London, 1, p. $74; Kohler, E. L., 
Accounting Princi; Underlying Federal Income Tazes, 
1925, pp. 32, 136; Elster, L., Weber, A., and Wieser, 
F., Handwoerterbuch der Staatswissenschaften (4th ed. 
rev., 1926), Jena, m1, p. 367; and Kleinwaechter, F., 
Das Einkom nd seine Verteilung, Leipzig, 1896, 
p. 11. 


superfluous inasmuch as a true benefit, 
strictly conceived, can hardly contain, as 
can “gross profit,” any element that does not 
actually represent a benefit.’ 

The fundamental concept of income set 
forth in the definition above would seem to 
be very closely related to, and perhaps iden- 
tical with, the fundamental concepts in the 
respective definitions that follow: 
Net individual income is the flow of commodities 
and services accruing to an individual through a 
period of time and available for disposition after 
deducting the necessary cost of acquisition. In appli- 
cations of the concept to specific problems, the 
test necessary to decide whether a given item is 
income to the individual or not, must be the ques- 
tion: Does it add to his control over part of the 
social income? If the individual has gained in con- 
trol over part of the social income, the item must 
be included as part of his personal income.‘ 
It follows, from the standpoint of individual in- 
come, that the correct way to attack the problem 
is to ascertain the changes that have occurred, 
during the period in question, in the wealth of in- 
dividuals. This method treats individual income 
as composed of two parts: 1. Current income, and ' 
2. Gains or losses in the value of property owned. 


Current income, though a somewhat hazy con- 
cept,...is estimated here by summating (1) 
wages, salaries and pensions, (2) profits with- 
drawn from business, (3) dividends, interest, and 
rent received by individuals, (4) the rental value 
of homes occupied by their owners, (5) interest 
upon the sums invested in household furnishings, 
clothing, and the like, and (6) the value of com- 
modities which families produce for their own con- 
sumption. ... 


... there are good reasons for approximating as 
closely as possible gains or losses in the value of 
property owned, and for giving these approxima- 
tions a place in the income account. . . . 
The one method which it is feasible to apply 
uniformly is to suppose that individuals take in- 
ventories of their property at the end of every 
year as do well-conducted business enterprises, 


“Income, 


therefore, always means net 
E. R. A., The Income Taz (@nd ed. rev., 
op. cit., pp. 22-3. 


Seligman, 
1914), 19. 
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and that they credit their incomes with net in- 
creases in money value, or debit their incomes 
with net decreases in money value, whether they 
sell the property or not. This procedure will give 
a correct accounting of net changes in the finan- 
cial position of property holders from year’s end 
to year’s end, provided that the statistical data 
used are valid. Of course, the results must not be 
interpreted to mean that investors have actually 
realized in cash the gains or losses shown by such 
tables, or even that they could all have sold at 
the inventory prices had everyone tried to realize 
on the same day. Such tables merely bring out 
the net gain or loss on the market value of prop- 
erty owned by individuals, as shown by inven- 
tories taken at intervals of one year.® 


Income is the money-value of the net accretion 
to economic power between two points of time.® 


... the essence of the income concept [is] the 
growth in economic power-of-disposal (Verfueg- 
ungsmacht).’ 


THE NATURE OF INCOME 


Income may be regarded as composed of 
two general parts, and is commonly so re- 
garded. The first of these, for ease of identi- 
fication and for want of a more accurately 
descriptive name, may be called “current 
income.” It appears to be made up of all 
gross economic increases (or decreases), 
whether or not “realized” by sale or trans- 
fer; less (or plus) whatever capital, current or 
fixed, may have been expended, whether by 
disbursement or consumption or deprecia- 
tion, in connection therewith—except that 
there is excluded from such gross economic 
increases (or decreases) any fixed-asset ones 
that, like the realized gross profit resulting 
from the sale of a machine or the unrealized 
loss resulting from the decrease in the 
market value of a building, do not directly 
and necessarily result from the continued 
use of such capital in a fixed-asset capacity. 

The second part of income, readily if 
somewhat inaccurately describable as ‘‘capi- 
tal gains and losses,”* seems to be composed 

5 King, W. I., “The National Totals” in Income in 
the Various States by Leven, M., National Bureau of 
Economie Research, Inc., pp. 28 ff. 

* Haig, R. M., “The Concept of Income,” The Fed- 
eral Ingome Taz (edited by him), p. 27. 

7 Elster, Weber, and Wieser, op. cit., p. 368. 


8 This classification of income into current income, 
on the one hand, and capital gains and losses, on the 


of the economic increases (or decreases) that 
were distinguished above from those enter- 
ing into current income. More specifically, 
capital gains and losses consist of gross fixed- 
asset increases (or decreases), realized or un- 
realized, that do not directly and necessarily 
result from the continued use of that capital 
in a fixed-asset capacity; less (or plus) 
whatever capital, current or fixed, may have 
been expended, whether by disbursement or 
consumption or depreciation, in connection 
therewith. 

Explained in customary accounting terms, 
current income, according to the definition 
advanced above, generally consists, in the 
case of the ordinary business, of such gross 
economic increases as gross profit on sales of 
stock-in-trade and interest received on in- 
vestments and bank balances; less such eco- 
nomic decreases as payments for wages, 
salaries, commissions, bonuses, pensions, 
freight, light, heat, power, rent, advertis- 
ing, insurance, repairs, interest, and supplies 
used, and such economic decreases as de- 
preciation that resulted from the employ- 
ment of capital in a fixed-asset capacity. In 
the case of the ordinary individual, current 
income generally consists of such gross eco- 
nomic increases as payments coming in from 
services rendered, rents received, interest on 
bonds and mortgages owned, and dividends 
on corporate stocks owned; less such eco- 
nomic decreases as general-property and in- 
come taxes paid, insurance, wage, and re- 
pair payments, and depreciation (in the 
usual accounting sense) applicable to real 
property owned. 

Capital gains and losses, according to the 
definition advanced above, generally con- 
sist of such gross economic enhancements or 
diminutions as gross profit on the sale of land 
and unrealized loss in the value of securities, 
held for permanent investment less or plus 
any expenses in connection there with (e.g. 
commissions paid, advertising costs, taxes 
incurred, valuation fees). 

Much of the conflict concerning the nature 
of income centers around the question of 


other, follows that used by W. I. King in a definition 
that was quoted above. 
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whether capital gains and losses should be 
classed as income in any form, rather than 
as simply changes in capital. Probably most 
accountants, economists, jurists, and busi- 
ness men would class capital gains and losses 
as income—although, to facilitate economic 
understanding and control, they would quite 
properly insist that such items, which tend 
to be both extraordinary and extraneous to 
the principal income-producing activity, be 
carefully differentiated from the items com- 
posing current income. The logic of including 
capital gains and losses in income is quite 
obvious, of course, inasmuch as the full 
economic benefit coming in during a period 
is affected just as genuinely by a capital 
change,’ i.e., by a change in the power to re- 
ceive future income, as by the goods and 
services accruing in the form of current in- 
come during that period. 

The border-line between current income, 
on the one hand, and capital gains and losses, 
on the other, despite any definiteness that 
it may at first glance seem to have, is a vague 
one. For, in the first place, there is uncer- 
tainty regarding the classification to be 
given income items that are more or less un- 
usual and sudden and that result in increas- 
ing the capital. Such an item is the proceeds 
received by a beneficiary from a life-insur- 
ance policy upon the death of the insured. 
And, in the second place, there is uncer- 
tainty regarding the classification to be given 
expense items that are more or less unusual 
and sudden and that result in decreasing the 
capital. These latter items largely involve 
the attitude adopted toward the content of 
the depreciation that must be accounted for 
in the ascertainment of current income. 
For if such depreciation is made broad enough 


to cover!’ not only, as is quite customary, 
9“. .one might urge that no tax be placed on a 
gain coin from the appreciation of a fixed asset until 
it is actually sold. But the recommendation should not 
be urged on the ground that the appreciation is not in- 
come until it is sold. The economic fact is that the 
owner of that asset comes into possession of economic 
income whenever the increase in the value of that asset 
is sufficient in amount and definite enough in character 
to “14 susceptible of precise evaluation.” Haig, op. cit., 
Pp. 
“... income may be obtained simply by possessing 
useful material objects while they are still not ready for 
use.” Cannan, E., Elementary Political Economy, Lon- 
don, 1888, p. 59. 


such actual and possible losses as those 
resulting from wear and tear, exhaustion, 
uninsured accidents, limited possibility of 
use, inadequacy, and obsolescence; but also, 
as is hardly customary, any loss resulting 
from cessation or reduction in the demand 
for the capital and its products; then current 
income becomes charged periodically with a 
capital decrease that would probably, other- 
wise, if it occurred, be treated as a deduction 
from the capital-gains-and-losses part of in- 
come. 

Contrary to a view prevailing in the busi- 
ness world, current income may be increased, 
as well as decreased, by a change in the 
value of capital that continues to be used in 
a fixed-asset capacity. Such negative de- 
preciation occurs when the roadbed of a 
railway becomes, as it may," more efficient 
(hence more valuable) because, first, the 
loose earth composing it becomes settled and 
thus firmer, and because, second, its slopes 
become covered with grass and thus better 
protected against being washed away by 
rain. And contrary to another view prevail- 
ing in the business world until the depression 
that began during 1929, the capital-gains- 
and-losses section of income is liable to be 
decreased, as well as increased, by a change 
in the value of capital that continues to be 
used in a fixed-asset capacity—a fact clearly 
brought out by the price declines that ac- 
companied the depression. Indeed, the value 
of not only nearly every individual fixed 
asset fell greatly, but also the value of nearly 
every business as a whole (as would have 
been even more clearly and widely under- 
stood if goodwill were commonly made the 
subject of periodic revaluation). 

The complete view of income set forth 
above coincides with the primary purpose of 
the overwhelmingly greater part of eco- 
nomic activity, namely, the desire to control 
a greater number of the benefits obtainable 
from economic commodities, conditions, and 
services. Hence, a proper application of this 
view of income will provide the economic 

10 As by, e.g., Paton, W. A., “Depreciation Prin- 
a Accountants’ Handbook (2nd ed. rev., 1982), 


u Cf. Kester, R. B., Advanced Accounting (8nd ed. 
rev., 1983), 318. 
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world with the information in which it is 
mainly interested. 

Almost any kind of capital may be used 
to illustrate fully the income concept that 
was advanced above. But for simplicity a 
whole business enterprise has been selected 
in the following example. It is assumed to 
have begun business with a net capital of 
$4,000,000 cash, to have made a net-profit- 
before-depreciation of $320,000 in its first 
year of operation, to have suffered deprecia- 
tion expense of $120,000, and to have had 
no other income. On the basis of such facts, 
then, its final, complete income for its first 
year was $200,000, all of which was current 
income. If, moreover, it appeared capable 
of bringing in a similar income of $200,000 
indefinitely, and if the customary rate of 
return on capital invested in enterprises of 
similar risk was 5%, the value of its capital 
at that time would have been the capitalized 
present value of a supposedly perpetual 
periodic income of $200,000 on a 5% basis, 
namely, $200,000+ .05, or $4,000,000, which 
is also the amount that was originally in- 
vested. But if at the end of its second year, 
wherein its current income is assumed to 
have been $200,000 again, there suddenly 
came into existence a definite likelihood that 
henceforth, due perhaps to a growth in the 
demand for its product, its annual current 
income would be $207,500, then its capital, 
other things being equal, would have immed- 
iately risen to $207,500+ .05, or $4,150,000. 
Consequently, the full economic benefit,— 
or income,—that would have come in during 
the second year would have comprised the 
$200,000 of current income and the $150,000 
of capital gain, or a total of $350,000. There- 
after the amount of capital to be maintained 
would, of course, have been $4,150,000 un- 
less and until it was altered by another 
change in the prospective current income, or 
by a change in the appropriate interest rate, 
or by the investment of additional capital 
or the withdrawal of capital already in- 
vested. 

As an example of how just a change in the 
appropriate interest rate would cause a 
change in the value of the capital, let it be 
supposed that while the prospective future 


annual income remained $207,500, the ap- 
propriate rate of interest rose from 5% to6% 
per annum. Then the capital value would de- 
cline from $4,150,000 to $207,500 .06, i.e., 
$3,458,333, the decrease falling in the capi- 
tal-gains-and-losses section of income. And 
this loss would occur even if there were 
$4,150,000 of cash on hand. For as long as 
cash of such amount in such a situation was 
so restricted as to be able to be the means of 
bringing in only as much income as $3,458,333 
could, then the $4,150,000 of cash, regard- 
less of its potentialities, would have, on the 
basis of actualities, a capital value of only 
$3,458,333. Translated into accounting tech- 
nique, this point of view would result in 
setting up, for the amount of the decline 
(viz., $691,667), a so-called “‘valuation re- 
serve” against the cash. This reserve would 
bear some such title as Reserve for De- 
creased Productivity of Cash. 

If, on the other hand, the interest rate fell 
from 5% to 4%, the capital value would 
necessarily rise from $4,150,000 to $207,500 
+ .04, i.e., $5,187,500, even if it continued to 
be represented by cash of merely $4,150,000. 
Then again a supplementary account, in this 
case an “adjunct account,” for the cash would 
need to be set up, on the basis of this point 
of view, to show the $1,037,500 increase in 
the capital value of the cash, and the capital- 
gains-and-losses section of income would 
now be increased by an identical amount. 
Probably needless to remark, any such ac- 
counting treatment would be an unheard of 
innovation in so far as present practice is 
concerned. But for the purpose of this dis- 
cussion the methods and needs of practice 
are being purposely subordinated to the 
statements and implications of theory. 

The foregoing declaration that an asset 
may have a capital value greater or less than 
the amount of its immediate cash equiva- 
lent (which, of course, in the case of the as- 
set cash is the amount of the cash itself) 
should occasion no undue surprise if the 
principles (set forth in the writer’s preced- 
ing article on capital) concerning the source 
and measure of value were accepted. For 
they attempted to show that the value of an 
asset as at any instant is essentially the dis- 
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counted present value of the income that the 
asset is estimated to bring in; and that such 
value is usually somewhat more or less than 
the cost, past or present, of the asset— 
hence, more or less than the cash equiva- 
lent of the asset, i.e., the cash currently re- 
quired to acquire a similar asset (although 
whether an excess of the value of an asset 
over the cash currently required to obtain a 
similar one will actually lead to the acquisi- 
tion of another such asset depends upon 
other factors). But if the discounted-pres- 
ent-worth of an asset may differ from the 
cash equivalent of an identical asset, then 
the value of cash that has been expended for 
an asset and/or is restricted to use in a 
specific form of economic activity (as in the 
hypothetical case discussed above) may dif- 
fer from the value of cash that has not been 
expended and/or is free to be used in any 
form of economic activity. 

Thus, other things being equal, cash that 
must be left on deposit either without inter- 
est or at some such customary rate as 2% 
or 3% is of less value to its owner than cash 
that is free for the purchase of Liberty Bonds 
bearing an effective interest rate of 43%. 
Indeed, all economic exchanges of values oc- 
curring in business, that is, all “transac- 
tions,” may be said to arise because, in the 
opinion of every participant in the exchange, 
the estimated current economic value of the 
good or service received exceeds the esti- 
mated current economic value of the good or 
service parted with in the exchange—be- 
cause, in other words, “‘value exceeds cost.” 
This thesis is also recognized in the com- 
monplace practice of valuing an enterprise 
on the basis of expected future earnings 
when that basis yields a higher value than 
present replacement cost, thus causing ““good- 
will” (whether or not specifically labeled 
such) to appear. 


THE INCLUSION OF CAPITAL GAINS AND 
LOSSES IN INCOME IS NOT 
DOUBLE COUNTING 
At this point it is necessary to refute, if 
possible, an objection that has been raised 
by Irving Fisher against any income concept 
that, like the one recommended above, in- 


cludes capital gains and losses in income. 

This objection asserts that to include a 
capital gain or loss in income is to count the 
same economic positive or negative benefit 
twice;” first, when the prospect of an in- 
crease or decrease in subsequent current in- 
come gives rise to a present increase or de- 
crease that is permitted to be classed as 
capital gain or loss and hence as income; 
and, second, when the increase or decrease in 
subsequent current income, at the time that 
it actually occurs in the future, is itself then 
classed as current income. Consequently, 
this objection asserts that capital gains and 
losses are not properly classifiable as in- 
come—and that, somewhat similarly, sav- 
ings (which represent currently received eco- 
nomic goods and services the consumption 
of which is postponed, and the present worth 
of which depends upon the future economic 
goods and services that they will presumably 
yield) are also not properly classifiable as 
income. The “decisive” and “mathemati- 
cal” proof of the correctness of this objection 
rests, moreover, according to Fisher, on what 
he regards as an indisputable fact to the 
effect that when capital gains or losses and 
savings are treated as income, then the 
actual original capital can not equal,—as (if 
earning the appropriate rate) it should 
equal,—the capitalized, present value of the 
income. 

Fisher presents his own argument on this 
subject as follows (elsewhere blaming ac- 
counting for the “false” notion that savings 
are income") : 

Perhaps the most crucial point in income theory 
is its relation to capital and perhaps the most 

12 Fisher, I., The Nature of Capital and Income, pp. 
107-10; and Fisher, I., The Income Concept in the 
of Bepetenges a pamphlet printed by him, 1927, pp. 

8 ““The fallacy that savings, though taken out of in- 
come to form capital, are still regarded as income, is 
due, oddly enough, to the usages of accounting. Busi- 
ness men and bookkeepers delight in conforming all ac- 
counts to a fixed norm, in which capital is regarded as 
invariable.”’ Fisher, I., Savings Income?” Ameri- 
can Economic Association Quarterly, Srd Series, rx, 1 
(Apr., 1908), 88. Not long before, however, he had con- 
fidently declared that “the confused double counting 
of ‘income’ by economists can be obviated by a little 
familiarity with double entry book-keeping.” Fisher, 
I., “Precedents for Defining Capital,” The 
Journal of Economics, xvi, 3 (May, 1904), 401. 
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cardinal virtue of the simple system here out- 
lined and implied by the service concept is that, 
under it, the value of any capital is always and 
necessarily the capitalized or discounted value of 
the income expected from that capital. It follows 
that savings and appreciation in capital value are 
always capital, not income... . 

Suppose that, in a given year, a man receives an 
income of $200,000 from stocks and bonds, and 
reinvests $150,000 of it in real estate. What is his 
income? Is it $200,000 or $50,000?. .. The in- 
come from the stocks, bonds and real estate is 
$50,000 net total... . 


The decisive reason . . . for approving as correct 
the accounting whereby the $150,000 of savings 
is omitted . . . is that otherwise the capital worth 
of the man would be over-estimated, that is, it 
would be more than the capitalized value of his 
income. Thus (if, to make the calculation simple, 
his stocks and bonds and real estate are all reck- 
oned on a 5 per cent basis) it is clear that the 
man’s total worth, in these three items is 
$4,000,000, at the beginning of the year and 
$4,150,000 at the end of the year, since he then 
has the same stocks and bonds yielding the same 
5 per cent and $150,000 of real estate in addition. 
Now, according to the capitalization principle, 
the $4,000,000 at the start must be the capitalized 
(i.e., discounted) value of all the future income in- 
cluding that of the first year. If this principle is 
violated something must be wrong. 


It should be easy to see that this principle is 
violated if the entire $200,000 is counted as the 
man’s true total net income during the first year. 
Had there been no reinvestment the principle 
would be fulfilled. The income would then be 
$200,000 per annum in perpetuity, the discounted 
value of which, on a 5 per cent basis, is exactly 
$4,000,000. 


But the saving and reinvestment of the $150,000 
has disturbed the situation. After the first year 
the man’s income will, let us say, be increased by 
5 per cent of $150,000, or by $7,500 a year in 
perpetuity, making a total, after the first year, of 
$207,500 per annum in perpetuity. Evidently the 
$4,000,000 at the start is not the discounted value 
of the alleged income of $200,000 the first year 
and the (indisputable) $207,500 a year thereafter 
in perpetuity. The discounted value of such a 
series (7.¢., $200,000, $207,500, $207,500, $207,500, 
etc., forever) is about $4,143,000 instead of the 
$4,000,000 which it ought to be. On the other 
hand if, instead of the alleged $200,000, we em- 
ploy what I regard as the true figure for the in- 
come in the first year, $50,000, the discounted 
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value of the series thus corrected (i.e., the series: 
$50,000, $207,500, $207,500, $207,500, etc., for- 
ever) is exactly $4,000,000, as it should be. There 
is no escape from such mathematical“ conclu- 
sions. By no hocus pocus can we “have our cake 
and eat it too.” It is as impossible as perpetual 
motion." 

The basis on which the refutation of this 
objection must seemingly rest is the definite 
differentiation between the view of income 
recommended at the beginning of this article 
and the view recommended by Fisher." 

The former is apparently identical with 
what others have called the “commodity and 
service” concept, whereas Fisher’s is known 
as the “service”? concept. The commodity- 
and-service one looks upon income as con- 
sisting of the flow of economic commodities 
and services coming in to an individual dur- 
ing a period of time; whereas Fisher’s looks 
upon income as consisting of the flow of ser- 
vices enjoyed by an individual during a 
period of time. The concept recommended 
above thus centers its attention upon the 
amount of economic goods and services pro- 
duced and then distributed among the pro- 
ductive factors that may be said to bring 
them into existence; whereas Fisher’s con- 
cept centers its attention upon the consump- 
tion! of economic goods and services. 


“|. . by trying to discount the accrual itself as well 
as the true income, we commit a sort of double counting 
and obtain a discounted value in excess of the true 


figure. 
e The Income Concept in the Light of Experience, pp. 


16 His distinctive and relatively uncommon view was 
apparently first presented by him in his article, “The 
Role of Capital in Economic Theory,” The Economie 
Journal, vu, 4 (Dec., 1897), 510-37. 

17 “Each atom of income consists in a service rend- 

ered by some kind of capital (including human beings). 
The amount of income in a period of time is the amount 
of such services rendered within that period.” Fisher, 
I., “Comment on President Plehn’s Address,” rs 
American Economic Review, xtv, 1 (Mar., 1924), 64. 
In order to permit summation and comparison of such 
subjective incomes, however, he prefers to define in- 
come as “the value of a given flow of services” (The 
Income Concept in the Light of Experience, p. 3). 

18 “The test of income becomes the act of consump 
tion, and unless consumption takes place no income may 
be said to be received. Income is not measured by 
money which comes in, but by money which goes out for 

a specific purpose. Under this interpretation, the income 
tax is reduced to a tax on consumption, and such com 
mon expressions as accumulated income or capital grow! 
out of income, are devoid of meaning.” Hewett, op. city 
pp. 28-9. 
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In his illustrative case quoted above, for 
instance, he would calculate the income from 
the stocks, bonds, and real estate at only 
$50,000 because he thinks of income as the 
objectively mensurable economic services 
actually consumed, and because in this case 
these amounted to only $50,000. The great 
majority of business men, economists, finan- 
ciers, and accountants, however, would cal- 
culate the income from the stocks, bonds, 
and real estate at $200,000 because they 
think of income as the economic benefits 
actually coming in as the reward derived 
from the quest for increased command over 
economic goods and services. 

The commodity-and-service notion has 
been adopted here because: 


1. It is much more closely related to the usual 
meaning of the term “income”’ in business,!* 
economics,”* taxation,” and accounting.” 


@. It deals with the income that is produced by 


* “Common usage, therefore, considers income as a 
gain above acquisition cost, that is, net earnings. The 
service definition, on the other hand, income 
asonly that part of earnings which brings in the services 
of consumable goods. If a man should save his earnings, 
he realizes no services since he experiences outgo equal 
to the investment; savings are not income under the 
service definition. Assume A and B, two college profes- 
sors, each earning five thousand dollars a year. A spends 
his entire salary for consumable goods, while B saves 
one half, buying Pennsylvania Railroad bonds. Then, 
according to the service definition, A has an income of 
five thousand dollars, while B has an income of only two 
thousand, five hundred dollars. Thus, two men may 
earn the same salary and yet have very different in- 
comes! Any attempt to define income in a manner 
cally different from the idea of  aseng or net earnings, 
defies customary parlance.” Ibid., pp. 16-7. 

“Professor Fisher’s critics con <a the almost uni- 
versal business usage of the term income as an incre- 
ment of business power.” Fetter, F. A., “Are Savings 

Discussion,’’ American Economic Association 
Quarterly, 3rd Series, rx, 1 (Apr., 1908), 52. 

® Such closer relationship results from the inconsis- 
tency of the service definition with the traditional use 
of the term income by economists in the theory of 
distribution. Certainly the income that is distributed is 
not a flow of services, for wealth that is saved is dis- 
tributed along with that which is consumed.” Hewett, 
cit., p. 1. 

“Taxable income... may be defined as net re- 
ceipts of money or 1 "s worth, less gains exempted be- 
justice.” Ibid., p. 80. 
net command 


Srd Series, rx, 1 Sa 1908), 48 f. 


the economic factors of production and that is 
then distributed among them—hence, because 
production and distribution must precede con- 
sumption, it ordinarily takes precedence in the 
scale of importance to society. 


3. It is much less difficult and costly to apply in 
practice, especially in taxation,” largely, of 
course, because the opposing, service concept 
would require the general mastery of a new 
theory and a new practice of income. 


On the basis of the preceding differentia- 
tion between the commodity-and-service 
concept and Fisher’s service concept his 
“‘double-counting” charge may now, it would 
seem, be decisively overthrown. In the fol- 
lowing attempted refutation the nature of 
capital and income will, first, be examined 
in order to ascertain whether double count- 
ing results from including capital gains and 
losses and savings in income; and then at- 
tention will be paid to Fisher’s “decisive” 
argument that to treat such items as income 
destroys the accuracy of the capitalization 
process. Inasmuch, moreover, as in the past 
most of the disputants that have wrangled 
over the general question of whether capital 
increases based on earnings constitute in- 
come have chosen “savings” as the specific 
topic of illustrative argumentation; and in- 
asmuch as to follow precedent in this respect 
will, consequently, enable a greater number 
of pertinent references to be made to the 
statements of others on the subject of this 
dispute; the following inquiry will choose 
“savings” as the representative topic of at- 
tack or defence. For the purpose of this dis- 
cussion, therefore, “savings” should, until 
further notice, be looked upon as equivalent 
to “capital gains,” which, like savings, are, 
of course, phases of capital increases. 

As concerns the first phase of the refuta- 
tion of Fisher’s accusation, no double count- 
ing results when, with reference to the hypo- 
thetical figures used in his illustration, in- 
come of the first year is made to comprise 
the $150,000 capital enhancement resulting 


% Fisher himself admits this; cf. his The Nature of 
Capital and Income, p. 400. Also cf. Plehn, C. C., “In- 
come as Recurrent, le ” The Ameri- 
can Economic Review, xtv, 1 (Mar., 1924), 7 f. 
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from the reinvestment of savings of that 
amount. For the portions of the anticipated 
future current income included in the process 
that selects $150,000 as the present capital 
value of such income are not again included 
when the future current income is subse- 
quently actually received. Thus, the $150,000 
present capital value of the increased future 
income comprises, as at the end of the first 
year, the discounted present value of the 
first $7,500 return (which is expected to come 
in during the second year), the discounted 
present value of the second $7,500 return 
(which is expected to come in during the 
third year), and so on. But it does not com- 
prise the difference between the discounted 
present value of the first return as at the end 
of the first year and the full amount of that 
return actually to be received during the 
second year; it does not comprise the dif- 
ference between the discounted present value 
of the second return as at the end of the first 
year and the discounted present value of 
that return as at the end of the second year— 
in other words, the growth, with the passing 
of the second year, in the value of the second 
$7,500 return; and similarly the $150,000 
capital value as at the end of the first year 
does not comprise the growth occurring in 
the value of each remaining future return 
during the second year. Yet the first $7,500 
return is made up of the growth in the value of 
each $7,500 return, including itself, during 
the second year; it is made up, i.e., of the 
difference between the value of its own 
amount as at the beginning and as at the end 
of the second year, of the difference between 
the value of the next $7,500 amount as at the 
beginning and as at the end of the second 
year, and similarly of the difference between 
the value of each subsequent $7,500 amount 
as at the beginning and as at the end of the 
second year. Hence, to capitalize future in- 
come in the present is not to include in the 
capital amount thus calculated the portion 
of the future income arising as the future 
passes into the present. This must, of course, 
be true, for otherwise the passing of time 
(contrary to prevalent opinion) would not 
be the basic explanation of the existence of 
interest. 


One authority, Hewett, answers Fisher’s 
double-counting charge as follows: 


The assertion that double counting is involved 
if both savings and the future return they yield 
are considered income, is the most serious objec- 
tion to be encountered, since it attacks the very 
keystone of the arch. Let us suppose that A se- 
cures a monthly pay check of five hundred dol- 
lars, and decides to invest two hundred dollars in 
5 per cent bonds, yielding, therefore, ten dollars 
annually as interest. The advocate of the service, 
definition now charges that the same thing is 
counted twice if the savings and the interest are 
included as income, since the two hundred dollar 
bond represents the present value of ten dollars 
annually in the future. The two hundred dollar 
bond investment yields no service other than the 
ten dollars interest annually, which will be con- 
verted into consumable goods that will give a 
proportionate satisfaction. 

In answer to this criticism it is interesting to 
point out that if this be called double counting, 
an identical double counting is involved even if 
savings are excluded and the service definition of 
the critics accepted. The consumption of capital 
through failure to provide for a sinking fund, or 
by its conversion into consumable products 
through sale, will yield direct services and must 
therefore be included as income under a service 
definition. Professor Fisher is by this logic forced 
to admit, ‘If a man has his capital invested in the 
form of a house which yields him rent, this actual 
rent, less any actual expenses for repairs, taxes, 
etc., is his income from the house, even though the 
house may be depreciating in value.’ And again, 
“We have already warned the reader against the 
fallacy of deducting from income any depletion 
of capital.’ If A held his bond, yielding 5 per cent, 
for three years, and then decided to sell it, using 
the proceeds to pay for a summer vacation, the 
total income according to a definition including 
savings as income would be, $200+$10+810 
+$10, or a total of two hundred and thirty dol- 
lars—savings plus three years’ interest. Excluding 
savings, but counting all services, as Professor 
Fisher requires, the result would be, $10+$10 
+810 +8200, or a total of two hundred and thirty 
dollars—three years’ interest plus the depletion 
of the capital. If one is double counting, then 
surely so is the other! The critic will now argue 
that if A had not consumed his capital the total 
would be very different. This, however, is not # 
point of difference in principle, since the analysis 
will hold true for fifty or a hundred years just as 
well, barring market valuation changes. In place 
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of a question of principle there is then substituted 
a question of method, or expedience, as to when 
the capital sum should be counted. 


It is perhaps more accurate to assert that neither 
definition involves double counting. Double 
counting implies counting the same increment of 
gain twice. The same increment of purchasing 
power or of service is never counted twice in the 
example above. In the first case, the two hundred 
dollars and each successive interest return of ten 
dollars was a new, actual, quantitative increase, 
and in the second case, each service included was 
a real, additional service, not counted previously. 

The charge of double counting is a fallacy appearing 
only when the result obtained by the application of 
one income definition is criticised from the point of 
view of another definition, without keeping con- 
stantly in mind the fact that a very different method 
of counting may be involved, as to the point of time 
at which the capital sum shall be included. In the 
commodity and service definition, the capital sum 
is counted when the wealth acquired is saved. In 
the service definition, the capital sum is counted 
when the capital is depleted and consumed. If one 
defined income as a flow of services, and then in- 
cluded savings as income, the charge of double 
counting would be justified, because the capital 
sum would then be counted twice. On the other 
hand, if one accepted the commodity and service 
definition, and then admitted that the depletion 
of capital was income, he also would be open to 
criticism for double counting. As long as the com- 
mouity and service definition is consistently ad- 
hered to, no gain is counted twice, and the charge 
of double counting cannot justly be raised.* 


And other authorities on the subject reply 
to his charge as follows: 


The chief reliance of Professor Fisher in his re- 
jection of common practice and common judg- 
ment is undoubtedly his belief that the incre- 
ments of capital value of future periods are not 
discounted from the present moment as is the 
psychic income. It may be said that the question 
is not as to the discounting of future incomes, but 
as to the view to be taken and the term to be 
used in reference to past and present increments 
of value. He says that the increment of value up 
to date is not income. We say that it is, and, of 
course, if it is saved, not spent, and is added to 
capital, it will continue to contribute its portion 
to the subsequent increments of capital. It is this 
increment up to date in any accumulative period 
that is in question here. Treating the past incre- 


™* Hewett, op. cit., pp. 29-31. 


ments of capital as income simply recognizes the 
increments that have accrued to the moment... . 


It must be recognized that the capitalistic esti- 
mate and expression of incomes is not an ulti- 
mate psychological analysis of the problem of 
value. It is an estimate of income in objective 
terms, but an estimate at once logical in its place 
and indispensable in practice. . . . Professor 
Fisher’s use of terms flies in the face of usage. 
While thinking of the income as detached value, 
he ignores the significance of the present and past 
attached value....Is a thousand dollars in 
money received as a gift not an income when it is 
received? Is a ten-thousand-dollar estate received 
by legacy not an income to the beneficiary? Is a 
hundred dollars earned within this month by per- 
sonai service not income because it is not yet en- 
joyment? Is the hundred dollars interest received 
from a mortgage or the hundred dollars rental re- 
ceived from a farm not income? To all these 
receipts Professor Fisher must deny the name of 
income. ... He does so deny, defending a con- 
clusion out of harmony with common usage and 
theoretical expediency, a conclusion only to be 
accounted for by his ambiguous. use of the word 
income as both monetary and psychic.* 


In Professor Fisher’s sense of the word, of course, 
savings are not a part of income; that is to say, 
a part of services-income. But they are a part of 
property-income, and are used in a way which 
defers the time at which the services-income, 
which will be rendered in due course, shall ma- 
ture. The determination to use the word ‘in- 
come’ as a term with a meaning other than that 
assigned to the word ‘revenue’ is responsible for 
a rather prolonged and . . . by no means fruitful 
inquiry and for unnecessary disquisitions on the 
failure of respected economists to appreciate cer- 
tain rather obvious and fundamental! truths. At- 
tach a different meaning to your word-symbols 
from that which they bear in other people’s 
minds, and you may very readily find that they 
deny what you find obviously true, and assert 
what you cannot but declare to be false.* 


% Fetter, F. A., “Are Savings Income—Discussion,” 
American Economic Association Quarterly, 3rd Series, 
1 (Ape. | 52. 

36 Flux, A. W., “Irving Fisher on Capital and Inter- 
est,” The Quarterly Journal of Economics, xx, 2 (Feb., 
1909), 311. Fisher has often been accused, moreover, of 
using words in unfamiliar ways; cf., €.g., Marshall, A., 
“Distribution and Exchange,” The Economic Journal, 
viii, 1 (Mar., 1898), 55-8; Fetter, F. A., “Recent Dis- 
cussion of the Capital Concept,” The ¢ Quarterly Journal 
of Economics, xv, 1 (Nov., C.A 
“The Real Capital Concept,” chet a 
Economics, 1 (Nov., 75; 
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As concerns the second phase of the refuta- 
tion of Fisher’s double-counting charge, the 
accuracy of the capitalization process is not 
destroyed, despite his “decisive” argument 
to the contrary, when in this case current in- 
come of the first year is allowed to comprise 
the $150,000 savings of that year. Such 
inclusion of savings in income does not sig- 
nify, in other words, that the capital as at 
the commencement of the first year must be 
reckoned as approximately $4,143,000 in- 
stead of $4,000,000, which here is the amount 
of actual cash capital invested. For such 
$4,000,000 is the discounted present value— 
at a rate (5% per annum) presumably fitting 
for the degree of risk to be incurred—of the 
annual income ($200,000) properly there- 
after to be anticipated, other conditions re- 
maining unchanged, from such initial in- 
vestment of the particular cash ($4,000,000) 
on hand. If, however, the capitalist chose 
to save and reinvest $150,000 of the $200,000 
of economic benefits that came in to him 
during the first year, then such reinvestment 
must be looked upon as an act separate and 
distinct from the original investment, an 
act changing the conditions under which, as at 
the prior date, the initial capital value of 
$4,000,000 was determined. The reason for 
this emphatic demarcation between the act 
of original. investmént and the act of rein- 
vestment is, of course, that income, accord- 
ing to the commodity-and-service concept 
favored herein, consists in the economic 
benefits that flow to a particular human or 
legal being during a period of time regardless 
of how they are utilized and whether they 
are utilized.?” Such reinvestment, indeed, 
was just the same in effect as a new invest- 
ment drawn from a source other than the 
income received during the first year from 
the $4,000,000 of capital under considera- 
tion here. 

If, on the other hand, the $150,000 capital 
enhancement of the first year had resulted 


J. R., “Political Economy and Business Economy: 
Comments on Fisher’s Capital and Income,” The Quar- 
terly Journal of Economics, xxu, 1 (Nov., 1907), 122-5. 
37 “T cannot see that the economic destination of 
items to accrue in future will alter the discount process 
whether such items are to be converted into enjoyment, 
or are to be added to capital.” Daniels, op. cit., p. 49. 


from the definite prospect of a rise in sub- 
sequent annual income from $200,000 to 
$207,500, instead of from savings, it should 
have been looked upon as “capital gain,” 
which is here considered to be income also. 
And, similarly, to have included it in the in- 
come of the first year would not have meant 
that the value of the initial capital should 
have been calculated at other than the 
amount of the actual cash then on hand 
namely, $4,000,000. For such $150,000 of 
enhanced income would have had to depend 
upon the reasonably expected occurrence 
of a new event or set of conditions, an event 
or set of conditions apart from those on 
which the initial capital value of $4,000,000 
was based. In other words, the initial capital 
was valued at $4,000,000 because it was the 
present value of the then definitely antici- 
pated annual income, $200,000, discounted 
by the appropriate rate, 5%, for the opera- 
tions in which it was to be engaged. The 
valuer of the capital was, by hypothesis, un- 
able to peer so presciently into the future as 
to be capable of ascertaining that in this case 
the current income after the first year would 
actually rise from $200,000 to $207,500. 
Perhaps he saw that it might rise. But if he 
did, he certainly accorded it no weight at all. 
For he did not alter his capital estimate one 
penny because of it. Hence, the value of the 
capital to him should be looked upon as that 
of his own supposedly careful estimate, viz., 
$4,000,000 (all the capital increase of $150,000 
thus being regarded as income of the capital- 
gain sort for the first year). And any argu- 
ment to the effect that the original capital 
should, because of subsequent events, be 
placed at approximately $4,143,000 instead 
of $4,000,000 may seemingly be refuted by 
the answer that if the increase in income 
after the first year was so unpredictable that 
it could not be foreseen with enough assur- 
ance to justify including it at some figure, 
however small, in the estimate of the initial 
capital value—as was the situation here,— 
then as at the time the original capital esti- 
mate was made, the later increase in income 
was entirely unreliable, so much so, in fact, 
that it was properly to be discounted by 
100%, a rate that leaves an estimate of 
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capital completely unaffected by any income 
thus discounted. 

Declaring also that an economic good or 
commodity is dissimilar in nature to an eco- 
nomic service because the former is con- 
crete wealth whereas the latter is the ab- 
stract use of wealth, Fisher has then gone 
on to declare that to combine them, as does 
the commodity-and-service concept, is, il- 
logically, to combine unlike things.** The 
refutation of this charge, however, is essen- 
tially that inasmuch as goods are simply 
stored-up services, to look upon income as 
being made up of both goods and services is 
not to combine unlike things even though 
none of the services that the goods represent 
is used in the current period. Other answers, 
which rest primarily on practical considera- 
tions, are, first, that because there is no dis- 
cernible dividing line between goods and 
services,”? to distinguish them is often diffi- 
cult; and, second, that the only alternative 
to combining goods and services in defining 
the content of income—the alternative of re- 
garding either goods or services as the sole 
content, but not both,—is quite unsatis- 
factory. For, as concerns this last point, to 
regard income as being composed of only 
goods is manifestly improper inasmuch as 
such a view eliminates all the necessary per- 
sonal services that play so important a part 
in economic life; and, on the other hand, 
to regard income as being composed of only 
services is to adopt the “service” concept, 
which was found above to be an undesirable 
one.*° 


THE PRACTICAL TEST OF THE EXISTENCE 
OF INCOME: “REALIZATION” 


Accountants have learned from long ex- 
perience that they should not permit the 
business world to depend upon income as 


* The Nature of Capital and Income, [Sag 

%* “The gradations of increasing durability of con- 
sumers’ goods, from ice cream up to a stone suburban 
home, are imperceptible.” Hewett, op. cit., p. 21. 

* “We will admit that the service definition of in- 
come possesses a simplicity and clarity that is enviable, 
but the concept is so totally foreign to the usage of the 
market-place that little aid is given toward the solution 
of income problems. Taken by and large, income de- 

as commodities and services appears by far the 
most acceptable.” Ibid., p. 22. 
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being actually existent unless and until cer- 
tain preliminary conditions have been ful- 
filled. For an apparent cpportunity, e.g., to 
sell goods at a profit, or an apparent increase 
in the value of a capital asset, may turn out 
to be a mere illusion,—the result of deceptive 
appearances or of faulty reasoning or of mere 
unwarranted optimism; and so any action 
that may have been based upon a belief in 
the existence of such income can very easily 
prove disastrous. As a consequence certain 
conditions are selected, more or less arbi- 
trarily, as evidences or proofs that income 
is surely enough present to cause reliance 
thereon to be safe. The most important of 
these is that the income be “realized”’; and 
until thus proved, even though it seemingly 
exist, it is, because “unrealized,”’ for all prac- 
tical purposes, not actual income. 

The most troublesome problem in the field 
of income would be the determination of the 
portion of economic income represented by 
such “‘unrealized”’ income—if the attempt to 
ascertain this sort of income were generally 
made. In practice, however, the income 
problem that receives most attention is usu- 
ally not the ascertainment of how much in- 
come (realized and unrealized) has come into 
existence during a period, but the ascertain- 
ment of how much realized income has come 
into existence. And because unrealized in- 
come is generally the source (whether recog- 
nized or not) of realized income, the main 
income problem thus usually resolves itself 
into the proper separation of realized income 
from unrealized income. 

Disagreement exists, of course, with re- 
spect to the exact line of division between the 
two. The usual view is that income must not 
be looked upon as realized until the article 
or service from which it originates has been 
sold to someone distinct from the organiza- 
tion. That such an event is most often chosen 
as the standard by which the existence of in- 
come should be judged is probably largely 
due to the fact that it rests upon a com- 
pleted transaction. For such a transaction, 
although commonly allowed to be later can- 
celled (as by return of goods sold) is not, in 
most cases, actually cancelled—and so is 
a transaction that generally proves to be a 
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reliable basis for regarding as final whatever 
income resulted from it. 

But although the presence of a sale is 
usually considered a prerequisite to treat- 
ing any income therefrom as realized, ortho- 
dox accountants will, if pressed, ordinarily 
classify as present income the proportionate, 
unrealized share of the final, full gain antici- 
pated from the existence of a contract that, 
like one involving the construction of a 
large ship, requires two or more years for 
completion. Here, as so frequently happens 
in accounting practice, consistency is sacri- 
ficed for expediency. But in some cases even 
the existence of a bona fide contract is not 
made a prerequisite to justifying the entry of 
strictly unrealized income as ordinary, real- 
ized income: 


The denial that profit can exist without a sale 
and the simultaneous recognition of accruing in- 
terest as profit is another of the many incon- 
sistencies in accounting practice. The exception 
in favor of accruing interest probably rests upon 
the idea that it is definitely calculable, its amount 
may be accurately determined. But if this is a 
satisfactory basis of differentiation, the rule for 
recognizing profits should be expressed in terms 
of calculability or certainty rather than made de- 
pendent upon the existence of a contract.” 


The insistence of accountants upon the 
importance of differentiating between real- 
ized and unrealized income has probably 
proved a wise one. But the artificial showing 
that it causes should be clearly understood. 
For, as a consequence, a period may be 
credited with income that it did not earn, 
and be charged with loss that it did not 
suffer.” 

As an illustration the following hypotheti- 
cal events are supposed to have taken place: 
On January first a man invested $10,000 of 
cash in a new venture and immediately 
spent it for merchandise of a slow-moving 
specialty nature. No financial changes or 
transactions of any kind occurred during the 
remainder of his first year in business. At the 
close of December thirty-first he received, 

4% Hatfield, H. R., Accounting, p. 257. 

% After finally being forced to this conclusion, the 
writer found that the same idea, in substance, had 


already been set forth many years before by Paton and 
Stevenson in their Principles of Accounting, pp. 241-2. 


however, his first opportunity to sell the 
goods. It consisted in a regular written offer 
of $12,500 for them. He studied the matter 
overnight, and on the following day, Janu- 
ary first of the second year, he accepted, re- 
ceiving $12,500 in cash for all of them. There- 
upon he withdrew from business. “From the 
instant of his entrance into this business 
until the instant of his withdrawal the gen- 
eral price level remained absolutely station- 
ary.” 

On the basis of the foregoing data the fol- 
lowing conclusions seem warranted: At De- 
cember thirty-first there existed a profit of 
$2,500. This profit came into existence dur- 
ing the first year because that year was the 
period in which the goods grew in value from 
$10,000 to $12,500. Hence, the first year, and 
not the second, should be given credit for the 
profit inasmuch as a period should be credited 
with all the income (and charged with all 
the loss), realized and unrealized, that occurs 
therein. The income, consequently, in this 
case was earned, though not realized, in the 
first year; and realized, though not earned, in 
the second. 

Orthodox accounting procedure, however, 
would set up no income here for the first 
year, and show $2,500 of income for the 
second, simply because conventional prin- 
ciples make “income”’ practically synony- 
mous with “realized income.” And such care- 
ful distinction, it must be admitted, between 
realized and unrealized income is obviously 
of practical usefulness because it substitutes 
consummation for potentiality. 

Fortunately the unconventional view that 
a period should be credited with all the in- 
come (realized, unrealized, and the total 
thereof) that arises within such period may 
easily and advantageously be combined with 
the conventional view that the realized in- 
come should be distinctly divorced from the 
unrealized. For the ordinary profit-and-loss 
statement needs simply to be made, first, to 
include transactions giving rise to unrealized 
income, and then, second, to show the sum 
of the realized and the unrealized income as 
the final net income for which the period is 
properly to be credited. When the data in the 
hypothetical case above are subjected to this 
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Income 


mode of treatment, the profit-and-loss ex- 
hibit for the first year shows that the final 
net income was $2,500, all unrealized; and 
the profit-and-loss exhibit for the second 
year shows that the realized net income was 
$2,500, the unrealized net loss, $2,500 also, 
and hence the final net income, zero. In this 
manner the actual facts about all the in- 
come are shown, and yet because the “real- 
ized” section of each such more compre- 
hensive exhibit remains identical with a full 
profit-and-loss statement of the usual type, 
there is no radical alteration of the figures 
from which the financial public is accustomed 
to derive its information with respect to in- 
come. 

The $2,500 unrealized net loss of the 
second year reflects the disappearance of the 
$2,500 unrealized profit on the goods as a re- 
sult of sale. Similarly, the $2,500 realized net 
profit of the second year reflects the appear- 
ance of the $2,500 realized profit in the cash 
as a result of the same sale. If the $2,500 un- 
realized loss seems at first sight a rather un- 
natural item, one should remember that the 
injection of unnatural profit, such as the 
$2,500 of “profit” that was realized but not 
earned, into the income of a period requires 
an unnatural antidote. And one should then 
not look too strongly askance upon the 
remedy that comes to be required because 
too much was conceded to the notion of 
realization. 


UNITS FOR MEASURING INCOME 


Another important phase of income is con- 
cerned with the type of measuring-unit em- 
ployed. For income may be measured by any 
one of the yardsticks that may be used to 
measure capital. Thus, it may be expressed 
in terms of the standard physical measure 
for goods of its type. Or it may be, and usu- 
ally is, stated in a common denominator, a 
standard of value, which in modern times his 


predominantly been a money redeemable in 
some precious metal. If it remains measured in 
such a nominal! unit without regard to what- 
ever change has probably taken place in the 
worth of the latter itself, it is “nominal in- 
come.” But if, although still expressed in 
money, its measurement has been based in- 
directly upon a general-price index number, 
it becomes entitled to the name “real in- 
come.”’ This differentiation between nominal 
and real income is not only an old one in 
economics, but one that is still commonly 
employed there.“ It is occasionally recog- 
nized, moreover, by accountants.* 


SUMMARY 


Income is the economic benefit coming in 
during a period of time. It consists of cur- 
rent income and of capital gains and losses. 

The general accounting habit of regarding 
income as though it were synonymous with 
realized income, although of some usefulness 
in practical affairs because it tends to sub- 
stitute fact for fancy, should be more clearly 
recognized as both illogical and generally 
causative of the compilation of false informa- 
tion. All the income—realized, unrealized, 
and the total thereof—coming into existence 
during a period should be credited to that 
period, but the realized should continue to 
be separated from the unrealized. 


% In 1776, e.g., Adam Smith wrote that, “labour, 
like commodities, may be said to have a real and s 
nominal price. Its real price may be said to consist in the 
quantity of the necessaries conveniences of life 
which are given for it; its nominal price, in the quantity 
of money. labourer is rich well or ill re- 
warded, in proportion to 
es The Wealth of Nations (Cannan’s 
4th ed., 1925), 1, 35 

«Cf. for instance, Taussig, F. W., Principles of Eco- 
nomics (8rd ed. rev., 1921), 1, 129. 

* Cf., e , Boyd, O., “Valuation for Profits Deter- 


mination,” >apers and Proceedings of the American Asso- 
(June, 1924), 92 
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A good many heated 
... TREASURY _ discussions have been 
SFOCE...... devoted recently to the 


problems of treasury 
stock. A good many more will be concerned 
with the same subject during the coming 
year. Any further contribution to the con- 
troversy can be no more than one more 
opinion; it may be less, especially if it con- 
tributes to the current confusion of thought 
on the subject. 

Our text-books in accounting have been 
well-nigh unanimous in declaring that treas- 
ury stock is no asset. By calling it an asset, a 
corporation asserts that it has an equity in 
itself, that it owes itself money. The logic 
is unassailable if we premise that a corpora- 
tion is a separate organism, for logic is the 
commonly assigned determinant for the at- 
titude which our text-books have taken. 
Now it happens that logic may be opposed as 
a guiding principle for accountants; but that 
is another story which may not be told here. 
The conclusion has been generally supported 
by the profession, notwithstanding that 
treasury stock in the hands of some corpora- 
tions is the most liquid and easily disposable, 
though one would hesitate to say inherently 
valuable, thing they have to offer to the 
public. 

In their enthusiasm to enumerate the non- 
asset characteristics of treasury stock, how- 
ever, our text-writers have almost invariably 
forgotten to tell us what it is and what to do 
with it. A few writers have distinguished be- 
tween treasury stock purchased for resale 
and treasury stock purchased for indefinite 
holding or for retirement. In the one case 
they say in effect that the transaction is not 
closed; in the latter, that the act of repur- 
~~ is for all practical purposes a completed 
deal. 

If we examine the state laws which give 
authority to the purchase of treasury stock, 


we find ourselves in a curious territory. The 
corporation laws of nine states and the Dis- 
trict of Columbia are wholly silent on the 
subject of treasury stock, and it may be as- 
sumed that no restrictions exist on its pur- 
chase. In one state purchases of treasury 
stock are prohibited by statute; in another, 
the courts have declared that the purchase of 
its own stock by a corporation is not among 
the legitimate powers which the state may 
grant. In four states acquisitions are restrict- 
ed to settlements of indebtedness to the cor- 
poration; in one of this group, the stock thus 
acquired must be disposed of within oneyear. 
One state appears to forbid agreements to re- 
purchase, but does not specifically deny the 
right to purchase under other conditions. 
Three states permit purchases, provided 
they are prorata purchases from all stock- 
holders. Five other states specifically permit 
agreements of repurchase to be entered into, 
but in one the acquisition is limited to pre- 
ferred stock, and in two others to employees, 
officers being excluded. In four states treas- 
ury stock may be reacquired without limit 
provided the corporation is not reduced to in- 
solvency. Fourteen states permit purchases 
as long as capital is not impaired. Nine other 
states permit no impairment of paid-in 
capital through stock purchases; of this 
group, three limit purchases to earned sur- 
plus, while three others fail to exclude from 
the limitation, doubtless through improper 
definition, revaluation surplus. 

Under the various laws enumerated, nine 
states require that a majority (in some in- 
stances 3g or 34) of the stockholders approve 
the proposal to purchase. In no other case, 
however, does it appear that where the au- 
thority to purchase exists, such authority 
must be expressed in the articles of incorpora- 
tion in order that the directors may be 
clothed with the necessary powers. 

According to the version of the common 
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law appearing in Corpus Juris, a corporation 
may purchase and resell its own stock pro- 
vided such purchase does not impair its capi- 
tal. It is apparently this common-law con- 
cept with which the legislatures of the several 
states have attempted to cope. In some in- 
stances they have merely written it into the 
law without modification; in others they 
seem to recognize inherent defects in the 
concept and have attempted to broaden or 
narrow it, without any generally accepted 
objectives. 

California appears to be the only state 
which has attempted to define, in no un- 
mistakable terms, the bookkeeping entries 
necessary to record reacquired stock. The 
law is only a few months old and that may 
account for some of the perturbations which 
members of the profession on the Pacific 
Coast have been experiencing with respect 
to this problem. It requires that purchases of 
treasury stock be charged at cost to earned 
surplus account (Sec. 342); if the stock is 
resold, the entire proceeds of the sale are 
credited to paid-in surplus apparently un- 
less the articles of incorporation otherwise 
provide (Sec. 342b). Upon retirement of 
treasury stock, the directors, subject to the 
approval of the stockholders, may reduce 
stated capital (Sec. 348) and the reduction 
must be credited “to a reduction surplus 
account,” an account which, with limited 
restrictions, is made available for distribu- 
tion (Sec. 348b). 

It will be recalled from a preceding para- 
graph that the corporation laws of fourteen 
states, which include Michigan, permit pur- 
chases of treasury stock provided no impair- 
ment of capital results from the act. In ad- 
dition, the laws of nine states, including 
Illinois, Minnesota, and California, forbid 
the impairment of paid-in capital through 
extending the prohibition to paid-in surplus. 
A majority of the latter group rewrote their 
corporation acts in 1933. Does this mean that 
a new significance is being attached to paid- 
in capital as distinct from legal or stated 
capital? A positive answer is inescapable; 
and it is probable that our profession has had 
much to do with that gradual change of atti- 
tude. We may say, therefore, that the trust- 
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fund doctrine is in the process of being ex- 
tended to the full contributions of stock- 
holders. In plainer language, payments to 
one group of stockholders of sums received 
from another group of stockholders are be- 
ing made increasingly difficult without the 
consent in each specific case of all groups. 
We may also deduce the corollary that the 
concept of legal or stated capital is weakening 
—or shall we say it has been strengthened? 
—by this new deference to paid-in capital. 
That is to say, it is the entire paid-in capital, 
rather than a portion thereof, which is the 
sacred fund our lawmakers are tending to 
preserve. Shall we say that previous to these 
new laws the stockholder was the forgotten 
man? 

From this no one should infer that the 
solution to the problem of treasury stock is 
in sight. A maze of technicalities has been 
raised by these new laws—technicalities for 
which no wholly sane procedure can be de- 
vised. Except for the California statute, they 
have created a discussion of Antaean pro- 
portions, for in trying to remove one dif- 
ficulty they have merely increased its pro- 
portions, and accountants will continue to 
flounder in the morass of conflicting inter- 
pretations. 

Nevertheless we face the immediate prob- 
lem of deciding what policy we should adopt 
with reference to the handling and disclosure 
of the facts of and conditions attaching to 
the presence of treasury stock. In answering 
any question relating to balance-sheet prac- 
tice, we have two primary conditions to ful- 
fil: 

First, to adopt a practice that is reasonably 
uniform for all corporations without regard to 
the state of incorporation; and 

Second, to follow a methodology that will not 
confuse the average reader of the statement. 


We have also to observe the point of view 
of attorneys who have become familiar with 
the problem as it affects accountants: : 


First, that we display clearly the legal capital: 
that is, par value or stated value. 

Second, that we recognize the fluid character 
of treasury stock—that is, the fact that the pur- 
chase of treasury stock is a temporary diversion 
of surplus funds which may be restored through 
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resale or made permanent through retirement. 
This being the case, it would appear to be mis- 
leading if we deducted the cost of the purchase 
from earned surplus or from the total of paid-in 
and earned surplus in the case of those state laws 
wherein no refinements as between the various 
elements of surplus have been drawn. 

Third, that we adequately earmark earned 
surplus—and other forms of surplus where neces- 
sary—so as to indicate the portion which is un- 
available for dividends and for other purchases 
of treasury stock, and which at the same time is 
available for the absorption of operating and 
other losses. 


We need first to adopt a general principle 
which may be applied to all states except 
California; the following is proposed: 


A purchase of treasury stock is a temporary 
reduction of net worth which is either restored 
by resale of the shares purchased or made per- 
manent by their retirement. 


Theeffect of this principle is toregard treas- 
ury-stock purchases as uncompleted transac- 
tions—a point of view necessitated by the fact 
that in the opinion of attorneys, surplus is re- 
stored by the disposal or treasury stock. 

Let us now consider practical . working 
rules that we may apply to all ordinary situa- 
tions: 


(1) The paid-in value of any class of capital 
stock is the net amount realized by the corpora- 
tion from the sales and resales of shares in that 
class. Paid-in value of par-value stock, if in ex- 
cess of par, may properly be credited to capital- 
stock account, although it has been convention- 
ally divided by most accountants between capital- 
stock account and paid-in surplus account; if less 
than par, the deficiency is charged to discount on 
stock account. Paid-in value of no-par-value stock 
is properly credited to capital-stock account. The 
crediting of a portion of the paid-in value of no- 
par-value stock to stated (legal) capital and the 
balance to paid-in surplus, although permitted by 
the laws of many states, is not the best account- 
ing and financial procedure. 

(2) Where an allocation of the proceeds of 
sales and resales has been made as between stated 
capital and paid-in surplus, the latter, notwith- 
standing permissive statutes to the contrary, 
should, under the best accounting and financial 
procedure, be regarded as unavailable for the 
absorption of losses or dividends without the ap- 
proval of the necessary majority of stockholders 
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and without taking such other steps as may he 
prescribed for effecting a recapitalization. 

(8) Until disposed of by resale or retirement, 
treasury stock should be carried on the books at 
cost and deducted on the face of the balance sheet 
from the total of capital stock and surplus. At 
the same time, where state laws provide that as 
long as treasury stock persists, surplus, in an 
amount equal to the cost of such stock, is un- 
available for other purposes, the item of surplus 
should be accompanied by a proper notation of 
the restriction. Following is an example in which 
shares of treasury stock, acquired at 180, have a 
par of 100 and an original paid-in value of 120, 
and in which the procedure just outlined has 
been followed: 


Srock AND SURPLUS: 


Capital stock, consisting of 100,000 
shares of $10 par value author- 


$1,000,000 .00 
Paid-in surplus arising from origi- 
nal sale of capital stock. ........ 200,000 .00 
Earned surplus, of which $240,000 is 
restricted by reason of purchase 
of treasury stock until such stock 
is sold or cancelled............ 335,261 .98 
Capital stock and surplus, be- 
fore deducting treasury stock 
Less-Treasury stock: 15,000 shares 
Capital stock and surplus, net 


$1,295,261 .98 


(4) When shares of treasury stock are sold, the 
average cost of such shares should be charged 
against the selling price, and the difference, if a 
debit, should be charged to paid-in surplus ac- 
count in an amount not in excess of the average 
paid-in surplus, if any, applicable to such stock; 
any remaining debit should be charged to paid-in 
surplus as a distribution to retiring stockholders. 


If a credit, the difference should be carried to a ‘| 


paid-in surplus account. 

(5) Upon retirement, the average of treasury 
stock or redeemable preferred stock is a reduc- 
tion of the elements of paid-in value attributable 
to that class of stock. Par or average stated 
value should be the basis by which the portion 
of the purchase price allocable to capital-stock 
account should be determined; any cost in excess 
of such basis should be charged to paid-in surplus 
from sales and resales in an amount not exceeding 
the average paid-in surplus, if any, applicable to 
such stock. Any cost not thus absorbed should 
be charged to earned surplus as a distribution to 
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retiring stockholders. Where the par of average 
stated value of stock retired is greater than its 
cost, the excess should be credited to paid-in 
surplus account. It should be noted that a retire- 
ment of shares of stock, that is, a reduction of 
legal capital, can occur only (a) with respect to 
preferred stock where the articles of incorpora- 
tion provide therfor and all the conditions set 


'| forth in the articles have been met, or (b) where 


the reduction has been approved by the stock- 
holders or by such other process as may be pro- 
vided in the bylaws or statutes, and permission 
to reduce legal capital has been secured from the 
state of incorporation. 


(6) Donated shares call for no book entries un- 
' til resold. Resales should be credited to a paid-in 
surplus account entitled ‘Paid-in surplus arising 
| from sales of donated stock.” 


| Many thoughtful 
. LIABILITY OF persons have now 
| ACCOUNTANTS. called attention to 
the liability attach- 
ing to accountants under the new federal 
| securities act—a liability which has appalled 
the profession as well as the business men and 
| bankers who are made jointly liable with 
, them. The alleged effect has been a tempo- 
| rary paralysis of the securities market, as 
| most accountants can testify, despite the 
impressive statistics issued recently by the 
| Federal Trade Commission ostensibly for 
| the purpose of silencing those who have made 
| similar observations. 
We have been assured by the authors of 
the federal legislation that in framing the 
| penalty provisions affecting prospectuses the 
| English Companies Act furnished them with 
| precedents of long standing.’ It may be of 
interest to compare the two acts. Sec. 37 (I) 
-| d(iv) of the English statute provides that 
| directors may be held liable to pay damages 
sustained by any person who in subscribing 
to stock or debentures has relied on and has 
been misled by any “untrue statement’? 
contained in a prospectus, unless (the excep- 
tions are more important than the rule) it is 
proved that “he [the director] had reason- 
1E. g. Felix Frankfurter, The Federal Securities Act, 
in Fortune, August, 1933, p. 54, and James M. Landis, 
The Securities Act of 1933, The Certified Public Ac- 
countant, November, 1933, p. 65 


original bill in 1980 read “untrue or misleading 
statement.” 
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able ground to believe,’ and did . . . believe 
that the statement was true,” or else that 
the untrue statement was made “by an 
expert . . . or extract from a report of valua- 
tion of an expert” or “‘by an official person. . . 
or [was] an extract from a public official 
document” and that he had “reasonable 
ground to believe that the person making 
any such statement, report or valuation .. . 
was competent to make it.” Aside from cases 
of plain fraud, for which no special legisla- 
tion is necessary, the English statute appears 
to deal most leniently with directors; fur- 
thermore, the statute imposes no penalties 
whatsoever for making misleading state- 
ments short of fraud or for failure to disclose 
all relevant facts. Nor does the Companies 
Act contain any provision holding account- 
ants or other experts liable for untrue or mis- 
leading statements. 

Notwithstanding the mild provisions of 
the English act, Professor Frankfurter 
states: 

These requirements in the English law, how- 
ever stiff they may have appeared at the time of 
their innovation, have established themselves 
as the accepted and respected conventions of 
English business. Today English opinion would 
not countenance relaxation of the rigors of the 
British prospectus law. It has strengthened the 
indispensable condition for investments—con- 
fidence of the investor.‘ 


Mr. Horace B. Samuel, an English at- 
torney, expresses a less glowing opinion of 
the rigors of the Companies Act: 


Its provisions still seem inadequately drastic. 
In the first place, the protection afforded to the 
public would be sensibly improved if a specific 
and positive duty of exercising all reasonable care 
and diligence to verify the contents of the pro- 
spectus were imposed on directors... This re- 
form would, in fact, merely bring the English Law 
into line with the Common Law of America® 
. .. It is also regrettable that neither the special 
provisions with regard to the liability of directors, 


* In its original form the 1929 bill added at this point 
“after reasonable inquiry and examination into their 
truth and into the competence of the experts.” 

4 F. Frankfurter, op. cit. 

5 Mr. Samuel cites as illustrative of this attitude of 
fle — Courts, Hubbard v. Weare, 44 N.W. 915 

owa). 
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gentle and inadequate as they are in all con- 
science, nor indeed any of the statutory provi- 
sions with regard to Companies... apply to 
Chartered Companies.® 


Despite the apparent anxiety of Profesor 
Frankfurter and Mr. Samuel to promote the 
comity of nations, the fact remains that 
prior to the federal securities act there would 
seem to have been little precedent for the 
extraordinary provisions found therein. 
While reading Section 11 of our Act (Civil 
Liabilities on account of False Registration 
Statement) any serious student of business 
whose experience has extended beyond aca- 
demic walls will recognize the primarily 
scholastic approach in the refrain which re- 
curs persistently in that section again and 
again: “... after reasonable investigation, 
reasonable ground to believe and did believe 
... the statements therein were true and 
that there was no omission to state a mate- 
rial factrequired to bestated thereinor neces- 
sary to make the statements therein not 
misleading.” Obviously the authors were 
striving after something more than a coun- 
-sel of perfection, under which persons who 
had failed to observe the authors’ maxim 
“Let the seller beware’”’ would be exposed to 
the possibility of damages to the innocent 
buyer. But they could find no brief and direct 
way of stating their cause. Instead of pro- 
viding that against those responsible for 
frauds on investors damages might be im- 
posed, they undertook, in the course of some 
1500 words, to enumerate in detail the classes 
of persons who may be implicated and the 
particular misdeeds which they conceived to 
be reprehensible. Such fine attempts to be 
inclusive, certainly if they lack an adequate 
background of both experience and prece- 
dent, must fail in their purpose. Without ex- 
perience, the conditions under which busi- 
ness, particularly good business, is conducted 
are not adequately defined, and good business 


* Horace B. Samuel, Shareholders Money (1933), 
pp. 29-31. Elsewhere the author observes: “‘A tighten- 
ing of the law with regard to prospectuses [i.e. more or 
less in conformity with American practice as exemplified 
in our federal securities act] would be unpopular with 
Directors and promoters, because it would restrict the 
amount of money that could be obtained from the public 
in respect of new issues” (p. 11). 
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will not willingly enter a field beset by legal 
obscurities. Without precedent, the act 
with its mass of unfamiliar terms and its 
calendar of new crimes drives legitimate busi- 
ness under cover because of the possibility of 
costly long-drawn-out suits which may be 
waged in our courts by legal “‘sharpshooters.” 

Particularly with respect to accountants 
and other experts have the authors of the 
federal securities act been singularly un- 
charitable. It is indeed difficult to find out 
their attitude toward the profession. Mr. 
Baldwin B. Bane, head of the securities di- 
vision of the Federal Trade Commission, has 
told the Editor that by now accountants, 
with their customs well established, purvey 
facts or something closely akin to facts, and 
that the profession should be willing to stand 
behind them rather than to continue to desig- 
nate them as “opinions.” Perhaps that was 
the sentiment which Mr. Landis has re- 
cently sought to convey: 


It has been said, and very rightly in my humble 
opinion, that most of accounting is after alla 
matter of opinion. But though this may be true, 
I have still to see the case of a prospective in- 
vestor being offered a balance sheet and having 
it carefully explained to him that this or that 
item is merely an opinion or deduction from a 
series of other opinions mixed in with a few 
acknowledged facts. Accounting, as distinguished 
from law, has generally been portrayed as an ex- 
act science, and its representations have been 
proffered to the unlearned as representations of 
fact and not of opinion. If it insists upon such 
fact representations, it is, of course, fair that it 
should be burdened with the responsibility at- 
tendant upon such a portrayal of its results.’ 


The language employed by Mr. Landis is 
curious indeed. He himself believes that the 
results secured by accountants are matters 
of opinion. But accountants, whatever their 
belief, have not represented their findings as 
opinions; they must, therefore, suffer the 
consequences. Can it be possible that Mr. 
Landis has never read an accountant’s cer- 
tificate in which “in our opinion”’ is almost 
invariably included? If accountants are to be 
“burdened with the responsibility” it would 
appear that under the terms of the federal 


7 Op. cit., p. 658. 
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securities act they may expect retributive 
justice. If they deserve to be punished for 
their performances in the past, will the in- 
terest of the public be best served by sub- 
jecting them to the possibility of penalties 
on work done by them in the future? 

Furthermore, if the accountancy profes- 
sion is to be charged with weakness when 
confronted with dominant business manage- 
ment—an accusation inferred by one writer 
from the authorities above quoted—and such 
weakness endangers the safety of investors, 
it would be more in point to inject into the 
act such provisions as may be necessary to 
strengthen the accountant’s arm. 

Suppose that Section 11 were relabeled 
“Duties of Persons Responsible for Regis- 
tration Statement; Imposition of Standards” 
and that the section were completely re- 
drafted, beginning as follows: 


Every registration statement shall be made in 
good faith, and each of its component parts shall 
be prepared with care and accuracy. The absence 
of good faith shall constitute a fraud and the 
presence of carelessness and inaccuracy shall be 
prima facie evidence thereof. 


Then, let us say, two brief paragraphs are 
added defining “good faith” and outlining 
the public duties of directors and officers in 
connection with registrations. Suppose, fur- 
ther, that a paragraph appears which deals 
with the public duty of accountants and 
other experts, somewhat after the following: 


Conclusive evidence of the care and accuracy 
with which any part of the registration statement 
has been prepared by an accountant or other per- 
son whose profession gives authority to a state- 
ment made by him shall lie in his observance of 
the standards common to his profession. In the 
event that any national body representing the 
profession of which such person is a member shall 
file with the Commission a statement of standards 
which such national professional body shall rec- 
ommend to the Commission as being appropriate 
for members of such profession in connection 
with the preparation of any part of a registration 
statement, and after due consideration the Com- 
mission has reason to believe that such standards 
are fair and adequate, such standards for the 
purposes of this act, upon approval by the Com- 
mission, shall thenceforth be binding on any per- 
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son who may be a member of such profession; 
and proper observance thereof by such person 
shall constitute and fulfil the requirements of 
care and accuracy contemplated in this section. 


As thus drafted, Section 11 would make 
no mention of civil liabilities except to 
suggest indirectly such remedies as might 
follow any act of fraud. Moral suasion look- 
ing toward public duty is a far cry from legis- 
lation implicitly damning, rightly or wrongly 
the conduct of business and professions re- 
lated to business, but it would be vastly more 
effective. 


In the early 
... PROTECTION TO part of this year, 
STOCKHOLDERS... __ there was formed 


in London a 
semi-public body known as Shareholders’ 
Protection Association. For a small annual 
sum, any stockholder may become a member 
of the association and may be represented at 
stockholders’ meetings. The Economist (Lon- 
don) in its issue of September 9 comments 
favorably on the activities of the new or- 
ganization. It may be counted on as an aid 
to industry as well as stockholders, for it will 
create a closer rapprochement between them. 
The Economist indicates that the Association 
will be an important factor in solving such 
present-day corporate difficulties as: 

(1) Divorce of capital ownership from 
capital control, and 

(2) Obscurantism of holding company 

accounts. 
The Economist urges the Association to rec- 
ommend the widespread use of consolidated 
statements, to affiliate with larger invest- 
ment institutions (insurance companies and 
investment trusts), and to cooperate closely 
with the “Stock Exchange Committee.” 

A similar organization is badly needed in 
this country. The trend and significance of 
corporate practice can no longer be followed 
by the average investor. He needs not merely 
information of an unbiased characterbut con- 
structive help in reaching the conclusions 
that may enable him to act intelligently. Can 
it be that English investors are more in need 
of this service than their American cousins? 
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THE ACCOUNTING EXCHANGE 


Tue AccounTANT’s Part IN DETERMINING 
STANDARDS 


T HAS COME to be a matter of general 
I agreement that one of the primary pur- 

poses of accounting is to measure per- 
formance and promptly inform management 
when this performance is such as to merit 
special consideration. There is perhaps no 
other manner in which the accounting execu- 
tive may more definitely justify the cost 
of his department than by a fair and accurate 
measurement of performance. 

To measure either individual or group per- 
formance requires standards. 

The work of the accountant in the pro- 
gram of standards may be outlined as fol- 
lows: 

1. Collect and analyze statistical data 
which will be useful to those who must pass 
judgment on what constitutes good per- 
formance. 

2. Counsel with various executives upon 
whom this responsibility falls. 

3. Record the standards set and their con- 
tinuous revision. 

4. Inform those who set standards as to 
apparent discrepancies or errors. 

5. Promptly report variations between 
the actual performance and the standards, 
collecting and analyzing all data which tend 
to explain such variations. 

6. Translate the variations between ac- 
tual and standard performance into such 
terms as will clearly and forcibly inform both 
executives and workers as to the ultimate 
results of such variations. 

7. Accummulate a story of individual or 
group performance in terms of the standards 
set. 

It will be seen by this outline that the ac- 
countant does not set standards. His func- 
tion is to collect and analyze data which will 
be useful in the hands of those who do set 
standards, to record standards, and to use 
them in the measurement of performance. 

To make the matter concrete, let us take 
an illustration of a concern which sells both 
merchandise and services. A certain com- 


pany operates eight large ramp garages in 
various mid-western cities extending from 
Buffalo to St. Louis. The fixed investment is 
large as the garages are located in downtown 
sections on expensive sites. The total invest- 
ment amounts to some nine-million dollars. 
A central office is maintained in one city with 
branch managers in charge of each garage. 
The force at each garage consists of some 
thirty to fifty employees. The central man- 
agement desires standards by which it may 
measure the performance of the branches, 
and by which the local managers may meas- 
ure the performance of their own employees. 

Some fifty important standards would be 
used in such a case. A few will be taken as il- 
lustrative. 

1. Cars handled per driver hour. A garage 
sells parking service and must keep a force 
of trained drivers on hand to take the cus- 
tomers’ cars from the entrance reservoir to 
the storage floors and return them on the 
customers call from the storage floors to the 
entrance. Moreover many cars are taken 
from and returned to the entrance to hotels. 
The service must be prompt. This labor cost 
is one of the largest items of expense and it 
is a highly controllable item. 

The unit of measurement of labor per. 
formance is the handling of one car. This 
means taking a car both from and to the cus- 
tomer. This can be readily determined 
clerically by the cash register record of cars 
delivered to customers. 

The operations are irregular. At certain 
hours of the day many drivers must be on 
hand, at others, few are needed. Also special 
events such as conventions, hotel gatherings, 
etc., bring irregular demands. The foreman 
in charge must “call’’ the needed men and 
must promptly “clock out” the men as they 
are no longer needed. If this is done properly 
he will meet the standard as to cars handled 
per driver hour. In this case the performance 
should be neither above nor below the stand- 
ard. If it is above there is danger that the 
service may not be satisfactory, customers 
may have to wait for their cars; if it is below, 
the labor cost of operations will be too high. 
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In the use of such a standard as this, the 
accountant can only record and report, the 
work of setting the standard must be done 
by a trained supervisor with an expert crew 
of drivers who actually test out the physical 
arrangement of the garage and determine 
how rapidly trained men can handle cars. 
Once the standards are set for each period 
of the day and night, the accountant can 
report the performance of foremen and 
managers to a high degree of precision. 

2. Percentage of cars handled which are 
lubricated—The garages provide not only 
parking services for customers but also every 
other service used by an automobile driver. 
To be profitable the garage must scientifi- 
cally exploit every opportunity to sell service 
to its customers. The customers must not be 
annoyed by extreme sales effort but they 
must be tactfully cultivated. The profit or 
loss of the entire enterprise depends upon the 
success of this selling effort. 

In the control of lubrication sales it is 
necessary first to know what percentage of 
the cars which come into the garage should 
be sold lubrication service. The accountant 
can be of considerable aid in collecting the 
information by which this is determined. 
There are three classes of customers which 
buy parking service. They are day parkers, 
overnight parkers, and monthly storage cus- 
tomers. The percentage of these customers 
which should buy lubrication service will 
vary with each class. Day parkers are largely 
shoppers and theatre patrons, their mileage 
is small and only a small percentage require 
such service. This percentage can be deter- 
mined by tests of average miles run per day 
by such customers. Overnight parkers are 
largely traveling men and tourists who run 
considerable mileage. Tests of such mileage 
will reveal the number of these parkers who 
should buy lubrication service. Monthly 
storage customers are chiefly business men 
and women who drive to and from their 
homes and leave their cars in the garage dur- 
ing the working hours. Here again tests of 
the average mileage driven by such custo- 
mers will reveal how often per year they 
should buy lubrication service. 

With definite standards set for each class 


of cars handled, the accountant can very ac- 
curately measure the sales performance of 
the floor men responsible for selling this 
service. 

3. Amount of gross profit on total service 
sales (per weighted hour) of floormen. This 
is a very important standard. The actual 
contact of the company with its customers is 
through its floormen and it is these men who 
must do the selling. The garages are open 
every hour in the year but sales opportuni- 
ties are much greater at some hours than 
others on account of the class of customers 
coming in at those hours. By a careful 
method of weighting the accountant can 
determine the sales possibilities of various 
hours. With this as one factor and the num- 
ber of cars which should be handled per man 
during these hours, as another factor, it is 
possible to set sales standards for the in- 
dividual floormen. These have been found to 
be extremely valuable in developing indi- 
vidual sales effort. 

The performance of each salesman should 
be reported daily as a percentage of stand- 
ard. Floormen may also be given daily and 
cumulative ranking according to perform- 
ance. 

The foregoing illustrations indicate some- 
thing of the importance of standards in this 
type of business, also the important part 
which the accountant has in their develop- 
ment and use. It will be noted however that 
these standards cannot be set by the ac- 
countant alone. They require expert judg- 
ment of trained operators. There is always 
danger when the accountant attempts to 
develop his own standards. They are essen- 
tial tools for the fulfillment of his respon- 
sibility and their absence decidedly limits 
his opportunity, but their successful use re- 
quires the full cooperation of his associates 
in the operating division of the business. 

The type of business suggested here re- 
quires many standards for its successful con- 
trol. Some of these are as follows: 

Percentage of cars handled to which ac- 
cessory and part sales should be made 


Average amount of accessory and parts sales 
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Percentage of cars handled which are washed 

Supplies used per car washed expressed in units 

Labor hours per car washed by classes of cars 

Percentage of cars handled to which repair 
work is sold 

Percentage of labor cost to repair work sales 

Labor hours per car lubricated 

Percentage of cars handled to which oil sales 
are made 

Average size of oil sale expressed in gallons 

Gross profit percentage of oil sales 

Average amount of gross profit per oil sale 

Percentage of cars handled to which gasoline is 
sold 

Average size of gasoline sale expressed in gal- 
lons 

Average number of gallons of gasoline sold per 
car handled 

Gross profit percentage of gasoline sold 

Average amount of gross profit per sale of gaso- 
line 

Relation of total service sales (excluding gaso- 
line) to storage income expressed in percentage 

Amount of total service sales (excluding gaso- 
line) per car handled 

Amount of total service sales (including gaso- 
line) per car handled 

Garage supplies per car handled 


A careful inspection of these illustrative 
standards will emphasize the necessity of 
operating skill for their determination. It 
will also indicate something of the account- 
ants responsibility in their use. 

J. B. Heckert 


SUBSTITUTE TERMINOLOGY FOR 
“Stock DivipENDSs” 


The term “stock dividend”’ is satisfactory 
from two points of view only—it describes 
the form in which the “dividend”’ is declared 
and paid, and it implies that it is declared 
from surplus under the same legal limitations 
as any other dividend. That it is a true divi- 
dend contemplating the alienation of assets 
from the corporation cannot be defended 
upon any ground. Neither may it be logically 
contended that the economic, accounting 
and legal implications of such declarations 
are embodied in the term. It has been 
roundly abused by corporation manage- 
ments; and it is thorougly misunderstood by 
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the average man of the street who believes 
that he is actually receiving something when 
a stock dividend is paid him. 

While it may not be possible to avoid the 
word “dividend” in conjunction with trans- 
fers from surplus to the stated capital ac- 
count, or from surplus to the debt account,! 
the use of a word giving some implication of 
what actually occurs in a “stock dividend” 
declaration and payment would be a distinct 
advance in accounting and financial ter- 
minology. 

Two terms suggest themselves: “capitali- 
zation dividend” and “‘encapitalization divi- 
dend.” The latter would be preferable since 
“encapitalize” carries the connotation of 
putting into capital. If the form of the divi- 
dend declaration were added to either of the 
phrases, the latter preferred, a somewhat 
more satisfactory terminology would be se- 
cured. There would then be three forms: (1) 
stock encapitalization dividends; (2) deben- 
ture encapitalization dividends; and (8) 
bond encapitalization dividends. In every 
instance the idea of locking up something in 
the capitalization accounts? would be im- 
plied; the use of the word dividend would 
carry sufficient legal limitation to differen- 
tiate split-ups and recapitalizations. It might 
not be necessary to add the word “stock,” 
“debenture,” or “bond,” since these would 
be identified by the individual declaration. 

Accountants can do more than any and 
all other persons combined to improve the 
unsatisfactory terminology now extant. It 
is conceded that such a term is long, and 
that the public has been accustomed to using 
the older term. But, the imaginative aspects 
of the suggested term would fascinate some 
financial management who are always seek- 
ing the novel. Continued use of the term in 
certified statements would sooner or later 
make an impression upon financiers. 

Fioyp F. Burtcuertr 


1 This to meet the requirements of the case where, 
instead of declaring the transfer in terms of stock, the 
surplus transfer is declared in terms of bonds or deben- 
tures. It is a rare use, but must be admitted in prepar- 
ing terminology. 

? Capitalization accounts, as here used, include both 
stock and bond accounts. 
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Tue Cost APPROACH 


The writer has experimented during the 
academic year with the “Cost Ap- 
proach’’* to elementary bookkeeping in his 
dasses at the North Dakota School of 
Forestry and takes this means of offering 
his experience to others. 

It is not intended to present the Cost Ap- 
proach as an established procedure, but 
rather just to report the observations of one 
instructor who has been experimenting with 
it. These experiments are to continue, so 
comments upon the method would be ap- 
preciated. 

In the first place it will probably be well 
to explain the conditions under which the 
experiment was conducted. The school is a 
Junior College, offering both vocational and 
junior college work. At the beginning of the 
year two classes were established; one using 
the “20th Century College Edition Account- 
ing” and the other material prepared by the 
instructor based upon the Cost Approach 
idea. At the end of the first quarter the two 
classes were combined and the text “Ele- 
mentary Accounting” by Streightoff was 
adopted. A brief survey of the early chapters 
was conducted after which the class as a 
whole covered the entire text in the remain- 
ing two quarters. 

These two classes were of equal intelli- 
gence, yet it is the sincere belief of the writer 
that the group which had been introduced 
to the subject of bookkeeping via the cost 
approach was better able to handle the ad- 
vanced work than were those taught by the 
other method. This statement is made with 
due respect for the text published by the 
Southwestern Publishing Company. It is a 
very good and widely used text, but the 
newer approach seems to give the student 
an understanding of the fundamental princi- 
ples of the subject which were not acquired 
when the old method was used. 

One possible reason for this which should 
be taken into consideration is that possibly 
more effort was expended upon the class us- 
ing the cost approach by the instructor. If so 


* Suggested by Professor Littleton’s article in Toe 
Accountine Review for March, 1981. 


it was unconscious for no attempt was madé 
to give one class more attention or to devote 
more time to one than to the other. 

The use of the cost approach was not an 
attempt to teach “‘cost finding”’ but rather to 
introduce the students to the subject through 
the use of simple logic of the interrelation of 
the main accounts of factory bookkeeping. 
In our other methods of approach the stu- 
dent is too often told “do it this way, you 
will understand why later.” If the student 
can only be taught to understand as he goes 
along the advanced work in the subject will 
be more easily grasped. 

A few years ago all business was based 
upon exchange, that is merchandising. But 
today the student reads, hears, and talks 
about business in which conversion, that is 
manufacturing is the basis of operation. 
What correlation will he make between this 
present-day form of business and his book- 
keeping if he only knows the accounting for 
exchanges? It is a much easier step to go 
from accounting for conversions to account- 
ing for exchanges than it is to reverse the 
operation. If the student knows and “under- 
stands” bookkeeping for conversions he can 
very easily see the connection between his 
work in the two types of business operation. 

In this experiment a small hypothetical 
factory, The Brown Shoe Company was used 
as a basis for all lectures. At first only a few 
of the necessary materials were introduced, 
together with labor. As progress was made 
the company was carried through the vari- 
ous states of business organization; single 
proprietor, partnership, and corporation, 
and finally back to the single proprietor 
again, where the shift was made from ac- 
counting for conversions to accounting for 
exchanges. It is possible that better results 
could be obtained by omitting the work on 
partnerships and corporations and devoting 
all the time to the single proprietorship, but 
in the past the number of students dropped 
at the end of the first quarter caused the 
author to attempt to give all those who re- 
mained for one quarter only a brief view 
of the work required in our most common 
forms of business organization. 

After the student thoroughly understood 
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the elementary definitions work was started 
on actual manufacturing. At first the shoes 
produced were sold at once. Thus eliminating 
the “cost of manufacturing” and the “‘fin- 
ished goods account.” 

The class developed the ““T” account as 
the need for a place to record data became 
apparent. Attention should be called to the 
fact that journal entries as such were omitted 
until quite late in the work of the quarter. 
Assets were secured from two sources; in- 
vestments and credit. And at the beginning 
two “T”’ accounts were used for each ac- 
count; one for the increases and the other for 
decreases. It was not long before members 
of the class devised a system of combining 
the increase and decrease accounts into one. 
This of course led to a thorough under- 
standing of “debit and credit.” 

As the students discovered that for each 
debit they were making an equal credit, the 
Trial Balance, as a proof of accuracy of 
recording, was given them. The Trial Bal- 
ance of totals being used first, followed by 
the Trial Balance of balances. 

No attempt was made to force upon the 
class any equation such as, “Assets = Liabili- 
ties+Capital,” until they themselves dis- 
covered that such was true. 

After the materials were manufactured 
they were “‘sold.”’ Each sale was made up of 
an increase of a new asset and a decrease of 
the material-assets and an increase of pro- 
prietorship for the profit. Had journal en- 
tries been used the explanation of each sale 
would have appeared as follows: Sold John 
Jones, for cash 100 pairs shoes $350. 


Debit. Cash $350. 
Credit. Machinery................ $50. 
Capital (Profit)............ 127 


Naturally the students wondered at the 
source of information which made such a 
distribution possible and it must be admitted 
that if at any time during the course “‘do it 
this way you will understand later” was used 
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it was here. For it did not seem advisable to 
go too deeply into “cost finding’’at this 
point. However a fairly satisfactory explana- 
tion was made by suggesting that one pair of 
shoes was traced through the factory to dis- 
cover what it cost for each pair of shoes, 
Then these figures were used as “cost fig- 
ures” for future sales. 

An unforeseen difficulty came out of giv- 
ing the name, assets, to accounts credited in 
the above entry, with the exception of capi- 
tal. Later when expenses were introduced as 
such, some members of the class had trouble 
in getting the asset classification out of their 
minds. In presenting the material to the 
next class the expenses for rent, heat and 
light are to be omitted until a later point. 

After several such entries as given above 
were recorded by the class they began to 
wonder why some means could not be used 
whereby all those small credits could be 
eliminated. This was a natural place to in- 
troduce the “sales and cost of manufacture 
accounts.” It led to a separation of the sale 
from the manufacturing. 

The introduction of the sales account nat- 
urally simplified the entry given above to: 


Debit. Cash 


It was of course necessary to provide in- 
formation regarding the distribution of the 
materials used and expenses accumulated 
periodically. But the students grasped this 
without experiencing any difficulty. 

Considerable time was spent on account 
classification throughout the course because 
experience has proven that many of the com- 
mon errors made by the elementary students 
are due to the fact that they do not properly 
classify the accounts in their ledger. 

After the student was familiar with the 
Trial Balance as a checking medium, state- 
ments and ledger closings were introduced. 
The students soon saw that it was a simple 
matter to transfer from the inventory ac- 
counts the materials used to a cost of manu- 
facture account, and then the balance of this 
account to a profit and loss account, to which 
sales had already been transferred. The 
profit and loss account balance of course 
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gave them the “profit” which they had lost 
sight of since the introduction of the sales 
account. 

When these transfers were understood the 
Profit and Loss Statement was not difficult 
because it could be shown that it was noth- 
ing more than a restatement of what had al- 
ready been done. The restatement being for 
the benefit of the employers. The Balance 
Sheet was taught as a statement of Assets 
and Liabilities showing that the increase or 
decrease of one over the other (changes in 
capital not caused by withdrawals and added 
investments) during the period under review 
represented had to be the same as the result 
obtained on the Profit and Loss Statement. 

It has undoubtedly been noticed that so 
far all goods were sold as manufactured. That 
is no finished goods were left in stock. The 
students were beginning to wonder where 
the “‘stocks,”’ inventories, of goods seen on 
the shelves were coming from if all goods 
were made on “special order.” So it was not 
difficult to build up the finished goods ac- 
count as an inventory account and to incor- 
porate it into the statements. 

At this point the Goods in Process account 
was also introduced. Some difficulty was dis- 
covered here due to the fact that deprecia- 
tion of machinery and buildings had not been 
presented as such, but had been distributed 
along with materials used and expenses in 
the manufacturing. So it was necessary to 
explain depreciation thus eliminating an- 
other item of cost present earlier. 

It seems advisable to make the early pres- 
entation as simple as possible, including only 
materials and labor. Such a procedure would 
remove the above mentioned difficulty. It is 
possible that a student would ask about the 
machinery and housing facilities, which 
would make it necessary to introduce depre- 
ciation earlier than it should be or to follow 
the plan used by the writer last year. Neither 
are desirable and should be avoided if possi- 
ble. The investigator plans to try the second 
method this year, so it will be possible to 
determine whether the explanation of de- 
preciation can be delayed. 

Grouping of the costs into the three 
classes; materials, labor, and indirect ex- 
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penses, was attempted at this point. Again 
the difficulty mentioned above caused some 
members of the class trouble. Some indirect 
expenses had previously been considered as 
materials, and when it became necessary to 
take them out of that classification some 
students had trouble. 

It was not difficult however to show the 
class that after all three groups of costs had 
been transferred to the goods in process ac- 
count and those manufactured or the fin- 
ished goods from the account at the cost 
price that the account contained only the 
goods left in process, and that all costs which 
had been expended upon them was included. 

Journal entries were not introduced until 
all the material mentioned above had been 
grasped by the class. Very little time was 
spent on the General Journal as the only 
book of original entry. Since the class under- 
stood the rule of debit and credit it was possi- 
ble to introduce the other original entry 
books; Cash Book, Sales Journal, and Pur- 
chase Journal at almost the same time as 
the General Journal. 

In presenting the books of original entry, 
no new problems were used. The class re- 
worked the old problems which eliminated 
the need for analysis of transactions and still 
give them a review of all that had been cov- 
ered before. The reasoning back of sucha 
plan is ideal, but in actual practice it was 
not as successful as had been anticipated. 
Some members of the class lost interest in 
reworking the old problems. It would be bet- 
ter to use new problems as nearly like the old 
ones as possible. For in so doing the interest 
could be maintained and still not cause too 
much trouble by introducing strange trans- 
actions, thus still permitting the student to 
be able to devote most of his attention to the 
new work at hand, and still retain the value 
of the review. 

Selling and administrative expenses were 
presented after the books of original entry. 
No attempt was made to charge a portion 
of them to the product. They were handled 
as we handle all expenses in accounting for 


exchanges. 
It should be remembered that although 
the particular place had not been designated, 
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as soon as the student had acquired the es- 
sentials of single proprietorship, he was 
given the necessary work to change the 
business to a partnership and then to a 
corporation. And finally back to a single 
proprietorship again. As was stated before 
the writer believes that better results could 
be obtained by doing all the work as a single 
ownership. The attempt to introduce all 
three forms makes a great deal of work to 
be covered in one quarter. The results were 
satisfactory, but it is believed that better 
work could be obtained by eliminating this 
additional material. 

When the change was made from account- 
ing for conversions to accounting for ex- 
changes no difficulty was encountered. In 
fact students remarked on how easy it was, 
and that is a statement which the writer has 
never heard when presenting the work in the 
reverse order. 

At the end of the quarter the same general 
examination was given to both classes men- 
tioned early in this paper, and though it was 
not a difficult examination the class which 
had been taught by the cost approach had a 
much higher average than did the other 
class. 

In presenting this new method to the stu- 
dents some errors were undoubtedly made. 
Some of them have been indicated in this 
review. These can be eliminated by working 
over the material and using it with new 
classes. But there is no doubt in the mind of 
the writer that after it has been set up in 
final form the cost approach will be superior 
to any of the other systems of approach now 
in use. 

As was stated earlier the work upon the 
method is to be continued so comments and 
suggestions, both for and against, will be ap- 
preciated. 

R. H. Eaton 


THE Fietp Work PLAN 


One of the acute problems facing account- 
ing departments in collegiate schools of 
business is that of bridging the gap between 
the work in the classroom and the account- 
ant’s activities in business. A sound program 
of work in the University will most certainly 


provide a direct way to ultimate success in 
the practice of accounting. It is the painful 
transition period that furnishes the problems 
both for the practitioner and the student 
about to embark on what he hopes will be a 
successful career in a growing profession. 

As the student approaches the time when 
he will graduate from the University he faces 
also the decision of whether he will enter the 
practice of public accounting or whether he 
will find his best success in an industrial ac- 
counting position. Without the benefit of 
previous experience, he must determine which 
of the two fields of accounting he will enter. 
In most cases it is a “shot in the dark.” He 
may be conscious of the fact that the require- 
ments as to fine personality, good appear- 
ance, consummate tact, honesty, and respect 
for confidences, must all be met if he is to 
succeed in public accounting. He may not 
know however whether he possesses these at- 
tributes to the required degree. 

Equally important is the necessity of 
weighing the advantages of a constantly 
changing type of work in public accounting 
against the disadvantages of frequent travel 
from one city to another and alternate pe- 
riods of great activity and relative idleness. 
In industrial accounting, the advantages of a 
permanent location may be offset by the 
eternal sameness of the everyday tasks. There 
are advantages and disadvantages to both 
fields of accounting endeaver. To provide a 
trial period on a basis at once satisfactory to 
employer and employed would be to serve 
both. 

The field work plan for those students who 
wish to enter public accounting has been de- 
veloped to establish a means whereby the 
students may gain some valuable experience 
before graduation. The plan which is de- 
scribed in these pages is the one which has 
been in successful operation at The Ohio 
State University for about six years. Being 
located adjacent to several cities of consider- 
able size, it has been possible for the Uni- 
versity to secure the cooperation of a suf- 
ficient number of public accounting firms to 
make the venture a success. 

Briefly the operation of the plan is about 
as follows. During the Winter Quarter of the 
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Senior year, those students who participate 
in the field work plan withdraw from the Uni- 
versity and accept employment as junior ac- 
countants on the staffs of the cooperating 
firms of certified public accountants. At the 
end of the Winter Quarter, the students re- 
turn to the University and again take up 
their studies. Graduation follows then at the 
end of the Spring Quarter or the Summer 
Quarter after the return from field work de- 
pending upon whether the student has antici- 
pated his absence in the Winter Quarter of 
his senior year by attending some previous 
Summer session. 

Participation in the field work plan on the 
part of the students is not compulsory. The 
success of the venture would be jeopardized 
if it were to be made so. Only the better stu- 
dents are privileged to take part in the field 
work and even in these cases, it is purely op- 
tional. No university credit is given but the 
student is paid by the accounting firm which 
employs him the regular salary paid by that 
firm to its junior accountants. 

The distribution of the students among the 
various cooperating firms has been left 
generally to the Department of Accounting 
of the University. In the early years of the 
venture, the demand for the students was 
greater than the supply. Then, the depart- 
ment made the allocation of students so that 
each cooperating firm secured the services of 
at least one student. Some firms, of course, 
were sent several students, the largest num- 
ber ever going to one firm in one year being 
eight. In the last year or two the demand has 
not been overwhelming, needless to say, 
but in no case has it diminished entirely. A 
few of the public accounting concerns have 
been able to maintain an unbroken record of 
cooperation with the University in this ven- 
ture. 

In selecting the students for the various 
firms, care has been exercised to take into ac- 
count peculiarities in the type of practice of 
a firm, the emphasis by the resident partner 
or principal on particular personal traits, or 
other requirements. Students with antagonis- 
tic personalities, with physical defects, with 
negative personalities, with poor personal 
appearance havenever beensent onthis work. 


In addition, only those students who rank in 
the upper half of the Senior Accounting class 
have been eligible. 

The variety of accounting engagements in 
which these students have been used by the 
accountants by whom they were employed 
has been one of the satisfactory features of 
the field work plan. The students even though 
performing only the tasks of the junior ac- 
countant, are enabled to study at close range, 
the methods of accounting, the economic 
problems and the methods of doing business 
of many different kinds of enterprises. The 
broadening effects of this alone would be suf- 
ficient justification for the whole plan, were 
there no other benefits. 

Close contact is maintained with the co- 
operating firms through the medium of a 
member of the faculty of the Department of 
Accounting. This faculty member calls on 
the office managers of the accounting firms at 
least once a year and in some cases twice a 
year. All matters pertaining to placing the 


’ students are discussed at these conferences. 


At these times, too, are the criticisms of the 
work done by the students solicited by the 
faculty member. 

It is always the hope in soliciting criticisms 
that the Department of Accounting might be 
assisted in improving the quality of its teach- 
ing. Weak spots in the training of the stu- 
dents are sought and each office manager is 
requested to point out those which he has dis- 
covered. From this angle, the criticisms have 
not been so helpful. There is very little tend- 
ency, perhaps too little, on the part of the 
firms which use these students to find fault 
with their training in accounting or even to 
suggest ways in which it could be improved. 
This, of course, has been disappointing. 
However, there have been some criticisms of 
personal characteristics of the students them- 
selves which have been carried back to 
younger students with beneficial results. One 
firm regularly complained of the poor hand- 
writing of the students until it secured a stu- 
dent who was not only a good accountant but 
a splendid penman. Many of the objections 
and criticisms are overcome by sending these 
firms men without the faults which seem 
glaring to them. One firm insists on neatness 
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to the extreme. Others are not so particular. 
If the matters upon which certain emphasis 
is placed by the various firms were not taken 
into account, the criticisms which would re- 
sult would be along these very lines. It has 
been the happy experience in the time in 
which the field work plan has been in opera- 
tion at Ohio State University that most of the 
criticisms have been favorable ones and those 
which could be construed to be unfavorable 
at all were given in an extremely helpful 
manner. 

The advantages of the field work plan 
from the standpoint of the cooperating firms 
of certified public accountants as taken from 
their own comments are somewhat as fol- 
lows: 

1. That university students sent to them 
under the field work plan after careful selec- 
tion are much more satisfactory than the 
junior accountants who may be picked up at 
random. 

2. That these students are available at the 
time of greatest activity in public account- 
ing and return to the university when the 
work begins to slacken in the early Spring. 
Thus a satisfactory supply of junior account- 
ants is available at the time when it is needed, 
yet there is a definite understanding that the 
employment is not permanent. 

8. That this trial period of about three 
months gives the public accounting firm an 
opportunity to determine whether or not the 
student would prove satisfactory if given a 
permanent position after graduation. 

The advantages to the student are that: 

1. He gains useful experience which per- 
mits him to make the last two quarters’ 
study much richer and much more satisfac- 
tory. 

2. He is enabled to determine by actual 
trial whether or not the public accounting 
field will prove attractive to him and whether 
he will abe able to succeed in it. 

8. He may secure for himself a permanent 
position if he acquits himself well as a junior 
accountant. The great proportion of the 
students who have been placed under the 
field work program have been given perma- 
nent positions by the firms after graduation. 

There is an equally good possibility of de- 


veloping the field work in industrial account- 
ing. The opportunity to utilize university 
students by industrial concerns would arise 
generally in the summer vacation period. At 
this time, the students could be used to as- 
sist in disposing of the accumulation of work 
during the time that clerks in the accounting 
departments were on vacation. In this way, 
the employing company could have available 
a satisfactory supply of temporary employees 
to assist in caring for routine tasks during the 
season when they were short-handed. The 
student could perform a variety of tasks and 
would benefit by being subjected to a reason- 
able amount of mechanical routine. The ad- 
vantages of inspecting the accounting work 
of a single company with the possibility of 
returning to that company in a permanent 
position are also present. 

Regardless of whether or not a student has 
a definite idea of which branch of accounting 
—public or industrial—he wishes to enter 
after graduation, a summer quarter in an 
industrial accounting position and a position 
as junior accountant with a public account- 
ing concern during the winter quarter will 
assist him materially in choosing wisely and 


correctly. Needless to say the benefits to him’ 


as a student because of this participation in 
practical accounting work should not be 
minimized. 

J. B. Taytor 


Tue Systems CoursE 


The course in Accounting Systems of Con- 
structive Accounting has long proved a 
troublesome one. Some instructors have 
steered a wide course around it, convinced 
that other accounting courses supplemented 
with practical experience is sufficient. Others 
believe that a great deal more can be done 
through the development of a systems course 
or courses. The development of machine 
methods has brought out a mass of material 
which accounting instructors cannot afford 
to ignore further. 

To stimulate interest in the subject a par- 
tial study of the problem was undertaken. 
A numberof instructors were reached through 
correspondence and personal interview, and 
catalog descriptions were analyzed in other 
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cases. Thus a fair sample of course content 
and of teaching methods was obtained. 

No single textbook has been of great as- 
sistance to date, for a number of the instruc- 
tors state that no text is used in the course. 
While some use a text, others use materials 
gathered from many sources, including their 
own accounting experience, stating that no 
definite text material exactly serves the pur- 
pose. When the purpose is better known 
writers will, no doubt, create more satis- 
factory texts. 

The content of individual courses neces- 
sarily varies but from a summary of such con- 
tent from a number of courses the prevalent 
aims of the instructors are made evident. 
Without consideration of the order in which 
the subject matter is presented in different 
courses, the various topics are set out as 
follows: 


A. Ledger and journal development from the 

simplest forms to the complex. 

B. Organization of personnel and functional 

divisions, including organization charts. 

C. Preliminary analyses of operations and 

sources of data. 

D. Consideration of peculiarities of individual 

businesses and industries. 

E. Classification and schedules of accounts. 

F. Devices for facilitating audits, including 

internal check and adequate control over 
and protection of funds. 

G. Devising of forms and records and the rul- 

ing of forms to scale. 

H. Uses of standard filing units and punched 

card tabulators. 

I. Bookkeeping machines and other mechan- 
ical devices and the ways in which they can 
be applied. This material may be worked 
in under F, G, and H. 

Forms of statements and other reports. 

. Working instructions and routine proce- 
dures. 

L. Study of uniform cost systems and uniform 

cost methods adopted by various trade 
associations. 


As 


These topics are not mutually exclusive 
and may be combined in various ways. 

Subject matter, however, is but one of the 
factors involved. The organization of labora- 
tory work, and teaching devices for the cre- 
ation of interest are vital elements. 

After the text or other material has been 
introduced, many instructors develop any 
interest a student may have in the account- 
ing for a particular concern. The student is 
allowed to carry through the entire procedure 
in devising a system. In a number of in- 
stance this leads to excellent work, and even 
to the adoption of the system by the concern 
involved. When a student does not have the 
contacts which give him ready access to a 
particular concern, a hypothetical situation 
may be created for him. Other problem ma- 
terial deals with various types of businesses 
for which complete illustrations are worked 
out in the laboratory under the supervision 
of the instructor. Nearly all of the courses 
culminate in a term report covering the en- 
tire system, procedure and methods of instal- 
lation for a particular business enterprise. 

One of the principal difficulties encoun- 
tered in the organization and teaching of the 
course is the old problem of combining theory 
and practice in such a manner as to develop 
the student’s judgment and confidence when 
confronted with a“‘flesh and Blood” problem. 
There seems to be no good reason why this 
cannot be done as effectively in a systems 
course as it is being done in other account- 
ing courses. As a matter of fact, it is often 
done more effectively because the student’s 
interest is aroused by the practical applica- 
tion at the time that the theory is being de- 
veloped. Where the problem material is 
academic in nature much of this advantage is 
lost. The course in itself must be academic 
and theoretical in the main but the oppor- 
tunity to inject practical elements of value 
is unexcelled in any accounting course. 


Harvey G. MEYER 
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BOOK REVIEWS 


Professional Accounting Training in Collegiate Schools of 
Business. Mervin Isaacs. (New York: published 
privately. 1983. 152 pp.) 

The author of this valuable little treatise has prob- 
ably crowded into one hundred fifty two pages a greater 
variety of facts and opinions on accountancy matters 
than has heretofore been assembled in a volume of this 
size. The title does not imply the breadth of subject 
matter presented in laying a foundation for the scholarly 
consideration of the main theme. It is a very valuable 
contribution to accounting literature, even if many of the 
tabulations and other summaries of special studies con- 
ducted by theauthor represent oroverlap former studies 
of a similar character made by others. It is the com- 
parison and correlation of the great range of material 
that lends value to the present work. The pedagogical 
suggestions contained therein should bear considerable 
weight coming as they do from one who has practiced 
asa certified public accountant for several years, and has 
pursued formal courses in Education to the extent that 
the volume now under review represents as it undoubt- 
edly does, his thesis for the degree of Doctor of Philos- 
ophy in Teachers College, Columbia University. 

In attacking the problem which he set out to analyse 
the author first lays a broad foundation evaluating the 
accountancy profession; secondly, he considers the 
present status of accountancy curricula, courses and 
instructional methods; and thirdly, introduces his own 
ideas in the form of discussions, criticisms and con- 
clusions based on the analyses of the great mass of 
data which he collected. 

The broad foundation includes brief presentations of 
the history of accountancy, philosophy of accountancy 
techniques required in the profession, history of col- 
legiate training in accountancy, aims, admission re- 
quirements, degrees offered and preparation of ac- 
countancy instructors in collegiate schools of business. 

Topics considered under the “‘present status’’ in- 
clude 

(a) Accountancy courses offered 

(b) Other courses required in the accountancy cur- 

riculum 

(c) Specialization program 

(d) Graduate work 

(e) Service courses 

(f) Some problems of instruction 

(g) Interneship 

(h) Cooperative courses 

(i) Content of accountancy courses in seventy-two 
institutions 

The author’s ideas and conclusions might be listed 
under the following heads: 

(a) Content of college curriculum in accountancy 
compared with the professions’ requirements 

(b) Specific content (by topics) of composite ac- 
countancy curriculum 

(c) Basic material advocated for accountancy cur- 
riculum 

(d) Suggested methods of instruction 

(e) Administrative questions 


(f) Relation of University to Accountancy profes- 

sion 

(g) Author’s final appeal for more attention to 

analysis of accounts, logical thinking and interne- 
ship. 

Dr. Isaacs apparently does not draw his conclusions 
without considering relevant data from many sources. 
In the body of the text and appendix there are forty 
seven tables prepared as a result of questionnaires and 
analyses of accounting literature and laws. 

The data from questionnaires arose principally from 
those returned by twenty eight practicing certified 
public accountants in New York City. In the question- 
naire submitted there was presented a list of three hun- 
dred twenty two “accounting items’’ or topics with a 
request that each item be marked as to whether the ac- 
countant considered knowledge of the item essential, 
desirable or immaterial to one’s success in professional 
accountancy and for which ones special courses should 
be offered in college. 

The analyses presented in tabular form emanated 
principally from a critical study of the following types 
of accounting literature made for the purpose of de- 
termining the frequency with which topics were con- 
sidered : 

(a) C.P.A. and A.I.A. Examinations. Forty three 
examinations were analysed covering 1167 questions 
and problems, and solutions thereto arising in examina- 
tions over a five year period 1927-1931 inclusive. 

(b) Accounting Periodicals. Nine hundred forty 
three articles, editorials and departments and 505 book 
reviews in accounting periodicals were studied ana- 
lytically, covering all of the issues of three of the major 
periodicals for the five years of 1927-1931 inclusive. 
(Book review topics were not included in the summaries.) 

(c) Cases before the U. S. Board of Tax Appeals. Of 
the cases before the Board of Tax Appeals the author 
analysed in detail the topics covered in Vol. 1 Aug. 27, 
1924 to May 27, 1925 and Vol. XXI, October 13, 1930 
to January 31, 1931. 

(d) Catalogues of Universities. The offerings of edu- 
cational institutions were analysed from a study of 72 
catalogues, 46 of which were of institutions that are 
members of the American Association of Collegiate 
Schools of Business and 26 non-members. The material 
was analysed as to course titles, credit hours, topics 
covered and number of courses offered. 

(e) Text Books. Of the 72 institutions whose cata- 
logues were studied, 26 sent a list of text books used in 
their accountancy courses. Selecting six of the books 
most frequently used the author tabulated the number 
of lines devoted to each of the topics or items entering 
into his comparative study. 

(f) College Examination Questions. Eleven of the 
72 institutions submitted an aggregate of 928 questions 
from regular accounting examinations which served as 
a basis for judging the typical contents of examinations 
in university courses in accounting. 

It is usually unfair to an author to quote brief ex- 
tracts without revealing the whole setting from which 
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Book Reviews 


the quotations are taken. We believe it is possible in 
this case, however, to express briefly the observations 
and conclusions of the author, after giving consideration 
to all his correlative comments but without quoting in 
every case directly from his phraseology. It is our belief 
that he contributes the following as the main ideas re- 
sulting from his rather extensive study. 

1. Accounting instructors cannot ignore the practi- 
cal aspects of the subject in their teaching activities. 

2. The time is not far distant when the professional 
accountant will be handicapped if he has not received 
college training. 

8. It is very likely that studies now being made will 
show that universities in the past have placed too much 
emphasis on academic degrees and research and not 
enough on teaching ability. 

4. In collegiate schools of business the two and four- 
year plans are practically the same except for their ad- 
ministration. 

“Some schools of business are organized to control 
the students for four undergraduate years, some for two 
undergraduate years and some for two graduate years. 
On the whole, however, it seems that the greater spread 
of the work is the more desirable.” 

5. Coaching for examinations certainly may be 
characterized as a low aim for university professional 
courses. If... we consider the C.P.A. courses offered 
merely as a general review of the entire course of study, 
arranged along certain conventional lines, we may be 
able, with full conscience, to grant them a place in the 
academic curriculum.” 

6. ‘Practically without exception the student not 
specializing in accountancy is given the same elemen- 
tary courses as the one who is specializing. A further 
amplification of the service course work, with possibly 
the introduction of survey courses, would seem to be a 
solution of this problem.” 

7. “All work required for the graduate degrees is 
called graduate work. The character of the work, how- 
ever, is very diversified. In some institutions, any 
courses offered to holders of an undergraduate degree, 
are considered graduate. Very little graduate work 
based on undergraduate subject matter is offered in the 
field of accountancy.” 

8. “‘The business schools almost universally recog- 
nize that their graduates are not prepared immediately 
to assume positions of responsibility but must undergo 
periods of practical training, which they trust will be 
materially shortened, as a result of study in the school 
of business.” 

“The schools cannot . . . turn out finished account- 
ants. The finishing touches must be added by the finish- 
ing school of experience, experience gained through a 

period of apprenticeship or interneship.” 

9. ‘“‘The accountants who were interviewed, on the 
whole, stated that the colleges were not, in their opinion, 
giving adequate preparation in the practical aspects of 
accountancy work. Too much emphasis was placed on 
theory, and form, not sufficient on the actual work 
which the accountant performs in the field.” 

10. “The colleges seem to lay greater stress, or at 
least relatively more emphasis on specialized activities 
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such as cost accounting and accounting for specific 
industries than do the accountants themselves.” 
11. “The accountant, because of his peculiar position 

in the business world, should be prepared to participate 
in all the civic activities of the community, contributing 
his special knowledge and training to solve community 
problems.” 
12. “It is almost a truism of educational theory that 

no true learning can be achieved without interest and 
self-activity on the part of the learner. For this reason, 
the traditional lecture and quiz method of college in- 
struction must be rejected, or at least modified unless 
administrative difficulties force the need of such meth- 
ods.”’ 
18. ‘“There does not seem to be any wide spread ac- 
ceptance of the idea of the cooperative plan. Not only 
does the professional training suffer, but the general 
educational of the student is too frequently interrupted, 
with an almost inescapable concomitant of compart- 
mentalization of learning.” 
“On the other hand, the idea of interneship seems 
more widespread. It has been in operation in the medical 
and legal professions for a long time. It is now being 
carried over to the field of education. C.P.A. laws recog- 
nize the need for training in the field before entering 
upon independent practice. This training hitherto has 
been in the nature of apprenticeship.” 
14. “The accountant receives a B.S. ora B.B.A. ora 
B.C.S. Is it possible to create a degree of Bachelor of 
Accountancy?” 
15. “The C.P.A. examination . . . certainly isa very 
poor test of the attitudes ([aptitudes?} and character of 
the candidate. Many changes need tobe made inthe form 
of the examinations, in the method of administration, 
inthe preliminary requirements. The university, through 
its instructional staff and its graduates, should take 
a leading part in making C.P.A. examinations more 
satisfactory.” 
16. “Accountancy should be taught as a unified 
whole with coordinated emphasis on each of the major 
accounting functions throughout the entire period of 
training. Specialization work, particularly in the form 
of specialized courses, is to be avoided, except insofar as 
it leads to further development of the major account- 
ancy functions.” 
The reviewer is in agreement with the general policies 
and principles expressed in the first eight ideas enumer- 
ated above. Point 9 is not a conclusion of the author but 
merely a statement of the essence of opinion of some 
practicing accountants. It is doubted if this is a just 
criticism of accountancy instruction. Furthermore it is 
difficult to reconcile this point of view with the emphasis 
placed on the importance of analysis by the same group 
of accountants. Data compiled from the questionnaires 
filled out by these accountants show that they consider 
instruction in analysis as of the least importance of the 
four groups into which the author divides accountancy 
instruction, namely, (a) recording (b) evaluation and 
verification, (c) analysis and (d) reporting. Instruction 
in analysis is in our opinion of greatest importance and 
the one which can be most successfully taught in a 
college course. 
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It might be pointed out also that practicing ac- 
countants in different parts of the country differ materi- 
ally in their viewpoint as to the adequacy or inadequacy 
of university preparation for positions on their staffs. 
Professional accountants in the middle west seem to be 
better satisfied with such ‘‘raw material” than do those 
of most other parts of the country. Can this mean that 
the universities in the middle west are doing a better 
job in preparing students for the profession of account- 
ancy? Possibly the author should be criticized for con- 
fining his contacts with the professional viewpoint to 
New York City. 

In item 10 above the consistency of the conclusion 
may be questioned that colleges seem to lay greater 
stress on specialized activities such as cost accounting 
and governmental accounting than do professional ac- 
countants. The author asked the 28 practicing account- 
ants to mark 322 accounting items in the list presented as 
to whether knowledge thereof was essential, desirable 
or immaterial in a curriculum of accountancy, and to 
state also in which ones special courses should be offered. 
If professional accountants place less emphasis on 
specialized activities than do colleges how does one ac- 
count for the viewpoint of the twenty eight accountants 
as expressed in table XXV page 102 where “Special 
courses Recommended by C.P.A.’s are listed as follows: 


Recommended 


by 
Designing and Installation of Systems 


11 
Analysis of Statements................ 11 
Consolidated Statements.............. 7 
Preparation of Budgets................ 14 
Inheritance and Estate Taxes.......... 7 
State and Local Taxes................ 7 
8 
Accounting for Fiduciaries............. 9 
Reports and Certificates............... 11 
Installment Sales..................... 7 


The Author’s recommendation presented in item 11 
above that accountants should participate largely in 
civic activities is to be heartily approved. There are 
many places in both civic and political affairs where ac- 
countants could do much to improve conditions if they 
would assert themselves and indulge more fully in ad- 
vertising the benefits to be derived from sound account- 
ing procedures. 

I find myself also in substantial agreement with the 
author’s conclusions expressed in items 12 and 15 above 
to the effect that the lecture is of little value in ac- 
counting instruction and that university instructors 
should take a leading part in making C.P.A. examina- 
tions more satisfactory. It is difficult to put the latter 
idea into practice, because C.P.A. examinations are 
prepared largely by the profession. The instructors 


cannot gracefully force themselves, without invitation, 
into the picture. 

Concerning the ideas of the author on the coopera- 
tive and interneship relations between universities and 
the professional accountants in item 13 above no ex- 
perience can be quoted, but from observation, conver- 
sation and comparison with other fields of learning I 
feel that neither the cooperative nor the interne plan 
is a necessary part of university education in account- 
ancy. Both are passing fads which sound good to the 
layman as he reads them in university catalogues but 
which have no logical basis for existence as an essential 
part of a university training for a profession such as ac- 
countancy which is very much unlike the practice of 
medicine. I do not condemn the interneship idea for 
young men entering the professional accountancy field; 
in fact I think it highly desirable for them to begin their 
practical training under the direct supervision of others. 
This initial practical training, however, can and should 
be obtained after the college training and without any 
necessary participation therein by the college except the 
very desirable one of assisting in making contacts for 
employment after graduation. These ideas on interne- 
ship and the desirability of its being ignored as a phase 
of college training are expressed by the author on page 
80 in these words: ‘‘Cost accountants cannot be created 
in school. Expert auditors are a product of the field not 
the laboratory. Critical analysis comes only after con- 
stant application of the principles and techniques, 
learned in school, to be sured, but applied to the multi- 
farious daily activities of the practicing accountant.” 

American accountants do not advocate the appren- 
ticeship system, which assumes no formal academic 
training. We believe in thorough academic training in 
fundamentals in technique (within bounds), and in the 
many correlative subjects to which an accountant should 
be more or less exposed. Following this training the 
embryo accountant then should be advised to associate 
himself with an experienced member of the profession 
or a firm of certified public accountants in order to con- 
tinue further his education. The interneship idea is 
doubtless advocated often by those who believe that 
one’s education ends at the time of receiving his college 
diploma. The mere fact that students now and then, 
who are forced by economic circumstances to shift for 
themselves before completing their college education, 
obtain benefits from an enforced interneship or at least 
are not harmed thereby, is no reason why such a policy 
should be adopted by a university for all students. 

As for the degree to be offered, on which point the 
author raises the question without committing himself, 
I believe that “Bachelor of Science in Accounting (or 
Accountancy)” is more in line with other fields which 
do not have separate schools or colleges. Graduates of 
medicine and law receive their degrees after pursuing 
a course of study in a college of medicine or law re 
spectively. Students in Accountancy are not trained in 
a college or school of accountancy but in a college or 
school of Commerce or Business Administration. Con- 
sequently the degree awarded should be more in line 
with such conditions. The accounting degree might be 
compared with one in engineering where B.S. in Civil 
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Engineering, B.S. in Electrical Engineering and other 
similarly worded ones are offered by the same college of 
Engineering. 

Lastly I do not agree fully with the author on his 
suggestion quoted as item 16 above to the effect that 
“accountancy should be taught as a unified whole with 
coordinated emphasis on each of the major accounting 
functions throughout the entire period of training.” 
This statement might easily be misinterpreted as to its 
meaning but from other comments by the author on 
this same subject we believe he would advocate that all 
accounting courses be called merely accounting and that 
from time to time, when and as it seemed desirable and 
appropriate, topics on auditing, system building, gov- 
ernmental accounting, budgets, etc. would be intro- 
duced. In this way auditing topics might be discussed in 
eight or ten non-consecutive assignments in one semes- 
ter five or six in another, ten or twelve in another and 
soon. We have been inclined to feel much the same way 
at times about accountancy courses and in fact all ap- 
plied business subjects, finance, insurance, business or- 
ganization and others, but realize the impracticability 
of such a method. It might find a counterpart in law 
wherein all phrases might be covered in twa courses, 
contracts and torts, extending over several years; or in 
engineering where a course in Physics would constitute 
the central theme from which digressions would be made 
from day to day into various realms of application; or 
even in medicine where all subject matter would be 
covered in physiology, bacteriology and chemistry. 
That is to say, the suggestion offers food for thought, 
but the question might well be asked, is it best for the 
intellectual digestion of our students to have such a 
diet. 


As stated previously Dr. Isaacs has raised many 
points for discussion. He has probably relied too much 
on the opinions of a too highly centralized group of 
accountants and on too few textbooks for the type of 
conclusions he has drawn, but he has fully revealed his 
sources to the reader. Doubtless many of the points 
presented will be given consideration in accounting 
literature of the future as they have in the past. Many 
of them have been discussed in meetings of accounting 
instructors or practitioners without definite result. 
Repetition is doubtless essential to progress. 

Ham T. 

University of Illinois 


The Fight for Financial Supremacy. Third Edition. 
Paul Einzig. (New York: The Macmillan Com- 
pany. 1982. Pp. xiv, 180. $2.25.) 

Within four months of his first edition Mr. 
Einzig “witnessed some important developments 
which are calculated to confirm (his) main thesis 
as to London’s superiority as a world banking cen- 
ter” and thus felt the need of a revised edition. In 
Part I, under the topic, “Before the Crisis,” there 
are eleven chapters and five more in Part II, “Lon- 
don’s Crisis.” 

Seven conditions of financial supremacy are 
postulated and the claims of London, Paris and 
New York are examined with respect to them first 
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for the pre-war period and then for the post-war 
period. He concludes that “before the war both 
Paris and New York were much inferior to Lon- 
don as international financial centers.” As for the 
post-war period “New York had not superseded 
London . . . and was not likely to do so” but Paris 
had attained superiority with respect to the amount 
of her liquid balances available for reinvestment 
abroad and with respect to the stability of the 
franc, “taking a short view.” In all other respects 
London retained her lead. 

Following up the review of the two periods, the 
author develops several chapters on the fight for 
supremacy in which New York is rather quickly 
disposed of with the conclusion that she “can 
never! rise to permanent supremacy as an interna- 
tional financial center” because (a) her interest 
in financial affairs will always remain of essentially 
spasmodic nature. (b) The United States is too 
much engaged in the development of her own re- 
sources to take a really keen interest in interna- 
tional finance. In addition (c) there are certain to 
be clashes between the national and international 
interests of New York from time to. time in which 
the latter will be sacrificed to the former. Finally 
(d) the speculative interest the American public 
takes in shares makes it difficult to get them per- 
manently interested in foreign securities, 

Paris is somewhat more difficult to dispose of, 
since her economic activity “is largely determined 
by political considerations.” Moreover, France was 
embittered toward England because of “the un- 
willingness of the Bank of England to assist the 
Bank of France in the stabilization of the franc.” 
At any rate, Paris set out to rival London and to 
this end she fell back upon her balances abroad, 
a subject to which Mr. Einzig gives his best chap- 
ter, and he is disposed to feel that Paris used these 
to advantage for “whenever relations between the 
British and the French authorities became strained, 
the exchanges always moved against” England. 
Moreover, he sees evidences of the ambition of 
France in the opposition to the location of the 
Bank of International Settlements in London, the 
logical place. 

When he comes to the effect of the suspension 
of gold payments upon the position of London, 
Mr. Ejinzig is at some pains to show that while 
England may have made mistakes, she is not to 
blame for suspension. She did not loan excessively 
to Germany, the contention that she re-lent short- 
term funds in long-term loans is unfounded, the 
rigidity of British wages was not a cause of sus- 
pension and, finally, the failure to raise the discount 
rate to a high level was not a factor, for it could 
not have been efficacious. The author is also of 
the opinion that a moratorium would have been 
more detrimental to British banking than suspen- 
sion has proved to be, for the banks continue to 
function smoothly thus giving England a firm grip 
on the money market in spite of suspension. 


1 Italics are mine. 
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When the London crisis came New York was 
unwilling to assume the responsibilities involved in 
an attempt to step into London’s place. Moreover, 
New York was unable to do so, even had she de- 
sired, for repatriation of foreign funds weakened 
the dollar and in this France had a large share. 
Thus Paris soon overshadowed New York, but she 
lost her opportunity when French depositors began 
to doubt their own banks and initiated a run, ex- 
posing a weakness which “disqualifies Paris from 
ever playing the réle of the world’s banking cen- 
ter.” So Mr. Einzig arrives at the conclusion that 
“the reestablishment of London as the world’s bank- 
ing centre is merely a question of time.” 

There are short appendices relating to Amster- 
dam, Switzerland and Stockholm as secondary 
financial centers in which their respective advan- 
tages and weaknesses are considered superficially. 
Indeed, it might be said that the relative positions 
of London, New York and Paris are also treated 
rather superficially, since there is not a careful ex- 
amination of all the relevant data in an impartial 
spirit which should characterize an economic 
treatise. The very changes that have taken place 
since the second edition indicates that it is quite 
unsafe to assume such a cock-sure position with 
respect to the future economic position of either 
of the centers involved. The arguments advanced 
by the author are good but they are not conclusive 
and this is particularly true with respect to the 
potentialities of American leadership in the long 
run. This aspect of the subject has not been suf- 
ficiently examined. But since the book is appar- 
ently intended for the general reader, these criti- 
cisms lose some of their force, for the author has 
achieved his object and has done it well. 

E. A. Krixcam 

University of Virginia 


Principles of Investment (Second edition). John E. 
Kirshman. (New York: McGraw-Hill Book 
Company, Inc., 1983, pp. xviii, 776. $5.) 

This new edition of Professor Kirshman’s book 
was written to incorporate a great amount of ma- 
terial pertinent to the subject which has developed 
in later years as well as to restate some of the 
more fundamental notions concerning investments 
in the light of present day experience. It is a 
thoroughgoing treatise on the subject and has laid 
a strong foundation and has built well upon it. 
The economic principles underlying investments are 
well stated and throughout the book economic 
theory is used as a base upon which to develop the 
study. This encourages a better understanding of 
the subject and a more clear-cut ideas of the place 
of investment in the general field of economics. 


The book is divided into five parts: 

I. The Economic Basis of Investment. 

II, The Elements of Investment Credit. 

Ill. The Field of Investment—Private Securi- 
ties. 


The Accounting Renew 


IV. The Field of Investment—Public Obliga- 
tions. 
V. Security Price Movements. 


Part I is a development of economic theory 
which is of considerable help to the reader in fol- 
lowing the study. An examination of basic terms 
is followed by an historical treatment of the sub- 
ject. The demand for and the supply of invest- 
ment funds is considered, followed by a study of 
interest, profit and value. A discussion of prices 
of securities and yields from them concludes this 
part. 

In part II the risk element is considered, a 
classification into credit risk, market risk and un- 
predictable risks being adopted. Credit risk is sub- 
divided into business risk and financial risk. Busi- 
ness risk is explained as the risk attached to the 
particular business which has assumed the obliga- 
tion with no regard for the way in which its capi- 
talization has been developed. Financial risk is 
shown to be the risk attached to the type of capi- 
talization which the organization has attained. This 
risk naturally increases as the common stock equity 
decreases. Market risk is the name given to the risk 
attached to the trend of general market conditions, 
a risk which is shown to be in no way connected 
with any given business. Unpredictable risk in- 
cludes those Acts of God such as storms, fires, and 
floods as well as all other risks which cannot be 
judged. A comprehensive study of credit is made 
with considerable space being allotted to a survey 
of the several factors which may be considered 
as a base for credit. The income available to sup- 
port the payment of interest or dividends on the 
obligations, the assets against which such obliga- 
tions may be issued and the management of the 
organization responsible for the issue are consid- 
ered in turn. The place of each in supporting credit 
is shown carefully. 

The characteristics of different types of securi- 
ties are brought out. Convenants of bonds and 
stocks are discussed in studying the purpose of 
these securities and that of corporate notes. The 
importance of the interrelation of risk, control 
and earnings is clarified. Significant ratios are ex- 
plained and their use in analyzing statements is 
summarized. The second part is concluded with 
a chapter on the rating of securities. 

Moody’s, Poor’s and the Fitch system are out- 
lined. Professor Kirshman sets forth several points 
which need more emphasis in a rating system. He 
shows that underlying economic factors may alter 
a purely statistical showing. Averages should not 
be used to the exclusion of a study of trends with- 
in the business. Additional consideration should 
be given to the moral element of risk. Stocks and 
bonds should be included in the same system. More 
attention should be directed toward the contrac- 
tual provisions of the issue. Many desirable fea- 
tures could be used to supplant marketability in the 
rating system. 

Part III consists of studies of private corpora 
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tions in several industries and the investment status 
of their securities. Four chapters are used to point 
out desirable information concerning railroads and 
their issues. Chapters on the economics of railway 
transportation and railroad regulation precede a 
study of the analysis of railroad securities. These 
three chapters prepare the reader for the consid- 
eration of railroad obligations as investments, the 
content of the fourth chapter. 

The subject of public utilities is introduced by 
a chapter on regulation. Several chapters are de- 
voted to public utilities with quite complete studies 
of such branches as electric light and power, water 
works, gas producers, electric railways, the tele- 
graph and the telephone. The historical develop- 
ment of each of these is sketched. 

Industrials, banks, insurance companies, invest- 
ment trusts, real estate securities and farm ob- 
ligations are covered in one chapter each. 


Industrial corporations are classified as follows: 

I. Industries producing raw materials. 

II. Manufacturing concerns. 

a. Serving producers only 
b. Serving consumers only 
c. Serving both producers and consumers. 

III. Trading concerns. 

Attention is given to the development of the or- 
ganizations which give rise to these various types of 
issues. 

Part IV is devoted to public obligations and is 
divided into four subdivisions. These consider, in 
order, U.S. obligations, State obligations, municipal 
issues and foreign securities. In each case the 
events leading up to the present position are out- 
lined. The investment status of these various ob- 
ligations is shown to be a product of its develop- 
ment, 

In part V a short study of price movements, in 
which the fundamental law of supply and demand 
is used as a starting point, is found followed by a 
discussion of the problem of fluctuations in busi- 
ness. Chapters devoted to prices of bonds and 
prices of stocks, respectively, complete the book. 

At the end of each chapter a helpful list of 
references is given. At the end of the book there 
is a list of general references including books, 
manuals and services and periodicals. 

Professor Kirshman’s book has a great amount 
of material which many investment texts do not 
include. The treatment of the subject proceeds 
from the historical and basic economic point of 
view throughout. While meant for classes in in- 
vestments, in which it should serve its purpose 
well, this book will be of great assistance to the 
student of corporation finance. 

M. Green 


Accounting Manual for Small Cities. Carl H. Chat- 
ters. (Municipal Finance Officers Association of 
the United States and Canada, 850 East Fifty 
Eighth Street, Chicago, Illinois. 76 pages. $1.) 
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This manual fills a practical need that many of 
those connected with municipal records have felt 
for some time. So much criticism has been heaped 
upon the financial records of cities, but little has 
been done to correct the situation. The individuals 
in charge of municipal records have been willing, 
usually, to keep complete, accurate, and adequate 
records, but there has been no place for them to 
turn for a plan of operation, which would be con- 
venient and inexpensive. Even though this manual 
were not as practically and theoretically correct 
as it seems to be, it would be a large contribution 
and a definite step in the direction of better munici- 
pal accounting records. 

The material is presented in a logical, definite, 
and clear manner in six sections: an introduction, 
a section on statements, one on the books, one on 
the accounts, another section deals with certain al- 
lied activities, and the last displays the journal en- 
tries. 

The introduction is of the usual type, however, 
there is one point stated therein which deserves 
definite emphasis. It is mentioned that the “ac- 
counting activities of the city should be centralized 
. .. under a single officer.” This is an exceedingly 
important point, and when not complied with may 
cause discrepancies and embarrassment. 

The section on statements gives a complete and 
usable group of reports and financial statements. 
Although there might be some conceivable varia- 
tions in some of these statements, and although 
there might be other reports desired in particu- 
lar cases, the forms are probably adequate for the 
average city. In figure 3, monthly statement of in- 
come, the statement would probably be more cor- 
rectly entitled, monthly statement of receipts. It 
does not seem to display income from the account- 
ing viewpoint. In figure 5, statement of special as- 
sessments, it might be mentioned that the so-called 
districts would be supplanted, in many cases, by 
improvement names, such as First Street Pave- 
ment, Second Street Lights, etc. It is suggested 
in this section that five funds be kept. The general 
fund, special assessment fund, trust fund, sinking 
fund, and bond fund are suggested. It is possible 
that even in the smaller municipality two other 
funds could be easily kept, and would give enough 
additional information to make them desirable. 
These two other funds would be a stores fund and 
a property fund. In subsequent sections the author 
suggests that centralized purchasing would be ad- 
visable where the municipality happened to be large 
enough to warrant it. A system of accounts for a 
stores fund could be very easily set up, and par- 
ticularly where centralized purchasing exists, the 
separation of stores accounts into a distinct fund 
would be advantageous. In the system as presented 
by the author no record is kept in one place of the 
value of physical property owned by the munici- 
pality. A separate fund for such property or assets 
would not be difficult to set up or keep, and would 
certainly offer more information as to the city’s 
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financial condition. In the balance sheets presented 
in this section, unamortized premium and discount 
are shown. The importance of showing these items 
with the necessary resultant complications at in- 
terest dates is doubtful, except in the case of pub- 
licly owned utilities, since only in the latter case 
is a true and accurate profit or loss figure desirable. 
The author mentions this latter fact in section 5 
under public utility accounting. In the special as- 
sessment fund balance sheet there might be some 
question as to whether future interest on bonded 
debt should be shown as a liability. Also, on the 
same balance sheet, if the reserve for rebates is cal- 
culated on the basis of past experience and the 
probability in the particular assessment, it would 
probably be more properly shown as a deduction 
from assessments receivable than on the right side 
of statement. 

In the section on books to be kept, the author’s 
comment on the necessity of the financial officer’s 
understanding of double entry bookkeeping should 
be emphasized. With all the aid that can be given 
to municipal finance officers, they can not get far 
with adequate accounting systems without this 
knowledge. Another point mentioned in this sec- 
tion, that is frequently lost sight of, is that the 
general ledger must be separated into sections by 
funds. In general, this is not only desirable, but is 
a legal requirement. An unusual and interesting 
variation of the general journal is shown in figure 
16. In this form a special column is kept for sub- 
sidiary ledger debits and another for similar 
credits. 

In the section on accounts, a good definition of 
revenue is found. There might be some question in 
this section on the showing of interest on deferred 
assessments. as an asset. Some entries might be 
saved if the account called “budget requirements” 
were called “unappropriated surplus.” This will be 
indicated further in the section on entries. 

Four elements of cost are mentioned in con- 
nection with municipal cost accounting. “Use of 
equipment,” indicated as a separate element of 
cost, is really a part of overhead. If the overhead 
rates were predetermined on some logical base 
certain cost figures would be available sooner. Two 
discussions in section 5 are very good. The dis- 
cussion of the qualifications of the auditor and the 
specifications for the audit deserve favorable com- 
ment. One of the best discussions in the entire 
manual comes under the heading of “reporting city 
financial activities to the public.” The importance 
of this public duty cannot be overestimated, but is 
very frequently neglected. 

In the last section of the manual, which dis- 
plays journal entries, very complete entries are 
shown for all funds discussed. The comments to 
follow should not be considered as unfavorable. 
They are offered for the reasons stated. In the 
general fund fewer entries would be necessary and 
the same information would be available if an “un- 
appropriated surplus” account were used instead 


of “budget requirements,” if both “appropriations” 
and “appropriation expenditures” were not used, 
if both “estimated miscellaneous revenues” and 
“miscellaneous revenues” were not used, and if the 
setting up of reserves for uncollectibles was com- 
pounded with the setting up of the receivables. 
Since taxes receivable are part of the estimated 
revenue they might be put into this account when 
the budget is prepared, and then removed and set 
up separately when the tax levy is made. If all pay- 
ments are vouchered, the use of a voucher payable 
account would be advisable. An entry could be 
added in this group affecting the general fund to 
illustrate the procedure in handling tax anticipa- 
tion warrants. A few of these comments would ap- 
ply to some of the entries illustrated for other 
funds. 

In conclusion, no better remark could be made 
than that every individual connected with munici- 
pal records should read this manual carefully. If 
inadequate records are being kept, untold value 
will attach to the adoption of the methods dis- 
cussed therein. Even if adequate records are being 
kept, there will be a benefit to the reader. The ma- 
terial, although probably not enough for a univer- 
sity course in itself, would make excellent reference 
or collateral reading. Rosgrr P. Hacxerr 


University of Illinois 


Gold and Monetary Stabilization. Quincy Wright, Edi- 
tor. (Chicago: University of Chicago Press, 19382. 
Pp. xi, 174. $2.00.) 

Under this title are included the five Lectures on the 
Harris Foundation for 1932. In the first, “International 
Aspects of the Gold Standard,” Dr. Jacob Viner finds 
that the tendency of gold reserves to shrink has made 
the international gold standard less stable. Yet gold has 
continued to serve with the help of management by 
central banks, a situation which prevailed even before 
the World War, for the automatic character of the gold 
standard at that time has been over-stressed. Even 
though bolstered by management it is easy to be too 
critical for the gold standard has been subjected to 
severe strain and it now works subject to new forces. 
For this situation France is in part responsible in that 
the stabilization of the franc made for a further concen- 
tration of gold and helped to reduce holdings of other 
central banks. Hence, when England was forced off the 
gold standard, we were not prepared to take her place 
in the international money market and France, with 
her policy of short-term loans and credits for diplo- 
matic ends, was unwilling to do so. The renewed agita- 
tion for managed currency is the logical result and some 
cautious experimenting will be necessary, if something 
is yet to be made of the gold standard. 

Dr. Haberler, “Money and the Business Cycle,” 
holds that before 1929 the price level had a sinister 
stability in a period when costs were declining. The de- 
ception may be traced to the excess labor employed in 
lengthening the process cf production and too little for 
consumption. The lowering of the rate of interest has- 
tened the former process and the resulting investment 
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of capital was so fixed that it could not be shifted. 
When to this fact is added the other, that these “newly 
initiated processes are too long,” the investment is lost. 
This situation arises from the use of bank credit to 
promote the lengthening process, for growth based 
upon forced saving leads to price inflation and thus the 
new credit conceals the tendency for prices to fall be- 
cause of previous investment of voluntary savings. Dr. 
Haberler feels that depression cannot be cured by infla- 
tion which conceals the industrial maladjustment aris- 
ing from the disproportionate demand for consumer's 
goods which itself precipitated the crisis. Thus he con- 
cludes that non-monetary real changes have been caused 
by monetary forces for low interest and credit inflation 
stimulated the “roundaboutness” of production and 
such expansion must be financed by voluntary savings, 
if reaction is to be avoided. 

Dr. Parker Willis’s “Federal Reserve Policy in De- 
pression’’ comes on in logical order in view of what Dr. 
Haberler has to say about capital expansion with bank 
credit, but he does not include credit control among the 
functions of the central bank, though he does quote 
Governor Strong in proof of low interest rates and 
credit expansion and one is, therefore, not surprised to 
find much non-liquid paper in banks after the panic of 
1931. But Dr. Willis finds that neither high nor low 
rates had much effect on the money market because 
there is a fundamental flaw in the structure of the Re- 
serve banks. They “are so restricted in their own field 
of operation that they cannot reach the rank and file of 
business institutions even if they would but must work 
through the market.’’ Since changes in rates are neither 
felt at once nor at the most effective points there is no 
possibility of credit control through the reserve banks. 
Thus he concludes that open-market operations may 
check deflation to some extent but will probably do 
more harm than good. Inflation is not a remedy for 
anything, much less Federal reserve inflation. 

What then will be ““The Future of the Gold Stand- 
ard?”’ Dr. Edie, under this topic, maintains that the 
gold standard has been cut off from control over credit 
because member bank reserve balances, placed between 
gold and credit by the Federal reserve act, have ‘become 
“the active base of our whole banking system ” When 
reserve bank management perceives that the “Federal 
Reserve mechanism does not constitute an automatic 
self-corrective device for perpetuating the gold stand- 
ard,”’ the latter will have a more assured future. Such 
remedies as depreciation of the dollar or its devaluation 
would provide only temporary relief for the basic fault 
must be corrected, reserve bank management must 
grasp the conception that the credit superstructure de- 
termines the value of the dollar and stability must, 
therefore, come from management. But, when caught 
between abnormal gold drain and hoarding, manage- 
ment’s failure to grasp the change from the old gold 
standard to the new became apparent. Free gold was 
menaced and the reserve banks faced the possibility 
that they would cease to have excess reserves i.e., cease 
to function as reserve banks. We now know that this 
possibility was remote but Dr. Edie’s insight cannot be 
denied on that account. 
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Thus we come to Dr. Williams’ “Monetary Stability 
and the Gold Standard.”’ He agrees with Dr. Edie that 
credit must be controlled. He feels that the Federal re- 
serve has long been more interested in the supply of 
credit than in its control and this can be traced to the 
philosophy that credit can be controlled by prescribing 
its uses. “It has taken eighteen years of experience, in- 
cluding two major booms and depressions” to reveal 
the fallacies of this philosophy. We should know by this 
time that the uses to which credit is put cannot be con- 
trolled, though quantity can be controlled. It is essen- 
tial to recognize the fundamental conflict between the 
principles of central banking and the principles of the 
gold standard, for the former assumes excess reserves 
while the latter does not. 

These five lectures go to the very heart of that 
phase of the present depression which relates to the 
gold standard, old and new, and the efforts of reserve 
banks to function under conditions rendered difficult by 
the failure of that standard to meet the strains imposed 
upon it. Obviously the defects of the one revealed de- 
fects in the other and each reacted upon the other. 
These men write in the light of events which no central 
bank was prepared to meet, yet four of the five agree 
that they face the necessity of working out ways and 
means of managing the gold standard for there can be 
no abandonment of central banking. 

E. A. Kincaw 

University of Virginia 


Abhandlung iiber die Buchhaltung. Luca Pacioli. Balduin 
Penndorf. (Stuttgart: C. E. Poeschel Verlag. 1494. 
Pp. x, 162. RM. 14.50.) 


Two years after Columbus landed on an American 
island a little book on geometry and arithmetic was 
printed in Venice which included a section cr double 
entry bookkeeping. This was Luca Pacioli’s “Summa. 
...” Its merit and timeliness as a bookeeping text are 
indicated by the number of its imitators. During the 
next hundred years a score of translators and rom 
made Pacioli’s outline available in Flemish, German, 
and English as well as Italian. 

From this beginning double entry spread through- 
out the world, all the while growing slowly away from 
the close imitation of Pacioli, yet never departing very 
much from the paths he marked out. Finally, however, 
the old author was forgotten—forgotten for nearly 
three hundred years. Then a German professor, Ernst 
Jager, brought Pacioli back to attention by his trans- 
lation of the old work in 1876. With interest thus re- 
awakened other translations followed in Italian, Rus- 
sian, Bohemian, Dutch, English, Japanese. And now, 
in the appearance of Professor Balduin Penndorf’s new 
translation, the cycle is back to Germany again. 

A detailed comparison of this German text with the 
two English translations leaves one impressed with the 
scholarly care which the author has devoted to search- 
ing out exact meanings and devising clear expressions 
for many obscure abbreviations and obsolete Italian 
terms. Too often these have proved to be stumbling 
blocks. In numerous cases, Penndorf’s rendering of am- 
biguous phrases is buttressed with convincing explana- 
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tory footnotes and helpful citations. In fact, one of the 
contributions of the book is in opening the door to a 
rich literature, some of it quite recent, on the history of 
bookkeeping. Of special value in this connection are the 
five pages of bibliography which bring the work to a 
close. Unfortunately for us the citations refer mostly to 
books written in German, Italian, French, or Dutch. 

A pleasant detail is the restatement in modern ac- 
count form and terminology of the only practical ex- 
amples given by Pacioli, for even a good translation of 
the old ledger entries is likely to leave the reader not a 
little vague regarding the transactions recorded. It is 
pleasing too to see Pacioli’s quotations from Dante set 
in short lines as poetry deserves. 

In addition to the carefully edited and clearly trans- 
lated Paciolian text, the author gives an equal amount 
of space to a sketch of Pacioli’s life and influence, and 
to a most interesting discussion of early Italian (pre- 
Paciolian) bookkeeping as it may be read out of old ac- 
count books preserved in various archives. 

After outlining what is known of Pacioli’s life and 
scholarly activities, Penndorf turns to more argumenta- 
tive material. Such, forexample, as the evidence for and 
against the idea that Pacioli was not a real author but 
a copier or an adaptor of the work of another. Some 
Italian opinion is inclined to this view but Penndorf’s 
thorough textual criticism and his personal researches 
in Italy lead him to doubt that the case has been 
proven. There is also the question of how direct was 
Pacioli’s influence upon subsequent writers. The study 
of comparative texts has led to the belief on the part 
of several scholars that at least some of Pacioli’s suc- 
cessors (as Manzoni in Italy and perhaps Oldcastle in 
England) made extensive use of certain unidentified 
manuscripts—manuscripts which were older than Paci- 
oli’s work and probably relied upon also by him. Penn- 
dorf, however, thinks the evidence inconclusive and 
rather unconvincing. 

What may in some respects be considered the most 
interesting part of the author’s introduction is the sec- 
tion devoted to an outline of the early bookkeeping 
practices out of which a teaching text finally emerged. 
It is especially noteworthy that all of the character- 
istics of double entry were well developed almost a 
hundred years before Pacioli wrote. 

One of the fascinations of exploring archives for old 
account books is the hope of finding additional evi- 
dence which will help to locate authoritatively the 
time when the formulation of the double entry system 
was complete. Penndorf has given particular attention 
to some of these items of evidence. For example, the 
earliest ledgers (1200) were not in bilateral form, and 
ledgers of 1866 still showed the same characteristics. 
Other old records (1808) show the bilateral form in the 
personal accounts but not in goods accounts. But after 
1408 all accounts were quite generally in the bilateral 
form. The books of Francesco di Marco as early as 1370 
showed a Household Expense Book furnishing periodi- 
cal data for entry in the Cash Book—practically a petty 
cash record. Goods-books appear in 1890 in which 
quantities only were entered; in a goods-book of 1412 
sales were entered beneath the purchases. A notebook 


was found for 1440 and a journal with two money 
columns by 1491. As early as 1285 impersonal accounts 
are found among the simple debt accounts; profit and 
loss and various expense its are met in 1895; in 1890 
cash receipts are entered in the first half of a book, pay- 
ments in the last half. Furthermore, the keeper of the 
money records was himself charged for his errors. By 
1406-08 nominal accounts, profit and loss and capital 
accounts are clearly related and there can be no doubt 
that double entry was complete and well-established. 

This was almost a century before Pacioli wrote. But 
Pacioli, it appears, not only wrote long after double 
entry had been established but he did not present all of 
the things which seem to have been good practice 
several generations earlier. In this connection Professor 
Penndorf has made good use of the Datini archives in 
Florence which contain some five hundred old account 
books of a merchant of the years 1858-1412, Francesco 
di Marco. 

The practices reflected therein are in some respects 
in advance of Pacioli’s simple explanations of book- 
keeping mechanics. Inventories are usually found 
priced at cost, but if the cost were unknown it was stated, 
one should use the opinion of experienced persons or 
the average of several. In one case in 1412 the inventory 
was taken as less than cost because, as the notation said, 
“the vineyard was ruined.” In another case the quota- 
tion accompanying a loss entry recites a fall in prices 
as the explanation. In 1406 the “Profits on Goods Ac- 
count” showed a loss item of 14 fi. because utensils de- 
teriorated (sono pegiorate) during the year. About the 
same time loss is debited for a bad debt (cattivo debitore). 
Even before 1400 entries appear for accruals (riserbo) 
for fees in arrears (asset) and unpaid wages (liability). 

Here too is very early mention (1393) of records re- 
lated to manufacturing processes—a wage book for 
spinners, weavers, dyers, and a spinning book with a 
page for each spinner showing memoranda of the weight 
and price of wool given each worker, weight of yarn 
returned, and the spinner’s wages. In 1395 an old Day 
Book lists the details of the costs of producing two 
bolts of woolen cloth: wool, yarn, and the wages for 
carding, spinning, weaving, cleaning, clipping, dyeing, 
etc. [The next we hear of any such records is 1817 in 
France in a textbook by Payen and in 1818 in England 
through a text by Cronheim.] Pacioli and his successors 
do not mention such matters and the world was a long 
time in developing them anew. 

Accounting history is much indtebted to Professor 
Penndorf for his long-awaited work. He was eminently 
qualified for the task by reason not only of his interest 
in the historical field and his scholarly capabilities, but 
by prior experience as well. His book some twenty years 
ago on the history of bookkeeping in Germany neces- 
sitated a great deal of similar research in the medieval 
period. 

The present work is Volume 2 of a projected series 
of source books for the history of business administra- 
tion, two other books in the series having previously 
appeared and several others being in preparation. 

A. C, Lirrieton 


University of Illinois 
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Value Theory and Business Cycles. H. L. McCracken. 
(New York: Falcon Press, Inc., 1933, Pp. xiii, 270. 
34) 

In “Value Theory and Business Cycles” is presented 
an evaluation of representative economic writings from 
Adam Smith to the present time, dealing with the theo- 
ries advanced in one general field—the field of value 
theory and business cycles. It is the author’s intention 
to show “the vital relation between business cycle 
theory and value theory.” The writings of a consider- 
able number of economists of note are studied in this 
book and in each case the theories of business cycles and 
value are examined from (1) the standpoint of logic and 
(2) in a number, from the standpoint of historical ac- 
curacy. 

The value theory treatment is divided into two gen- 
eral groups: the Ricardian embodied value and the 
Malthusian commanded value theories. In Book I the 
author discusses the Ricardian theory and the writers 
studied, range, in point of time, from David Ricardo to 
Henry Ford. 

The first point arrived at, in studying the Ricardian 
theories is that, assuming Ricardo’s theory of value, 
there can be no business cycle. Ricardo made certain 
qualifications to his value theory which prevented him 
from being a “Simon-Pure” exponent of embodied 
value. However, some of his qualifications were incon- 
sistent with his general theories and his writings have 
been drawn upon so largely by those who do accept a 
pure embodied labor theory that the author seems quite 
justified in studying Ricardo’s theories in order to 
“have the proper background” for later writers. 

Ricardo’s theory of value is a labor cost theory. The 
exchange value of goods depends upon the relative 
quantity of labor which is necessary for their production. 
Scarcity and utility have some bearing, but in the field 
of reproducible goods the quantity of labor invested is 
the determining factor. Likewise, the value of money is 
dependent on the amount of labor bestowed on specie. 
With these theories to start from, his “theory of prices 
was nothing more nor less than a logical deduction from 
the premises.” There could be no business cycle for 
“market value or price could vacillate but little above or 
below (natural value) due to competition.” Also, there 
could, logically, be no case of general over-production 
because Ricardo’s economy was one in which physical 
commodities exchanged for other commodities on the 
basis of natural price. The only “source of demand for 
goods consisted of a supply of other goods.” A tempo- 
rary maladjustment might come about, but never a 
general over-production. 

The only positive gesture Ricardo made in the field 
of cycles was his prediction of a secular trend down- 
ward, for the reason “that he expected more rapid pro- 
gress in overcoming the resistance of nature in the pro- 
duction of other commodities than in the production of 
gold.” 

The second main division in the writer’s treatment of 
value theory is the “commanded value” attack which 
Malthus developed. Where Ricardo was concerned with 
the long-run viewpoint and natural price, Malthus was 
interested in “short-run forces and the explanation of 


market prices.” Where Ricardo examined a “few major 
factors and basic hypotheses,” Malthus studied “a 
multitude of factors” going to make up market price. 
Ricardo’s treatment was deductive—Malthus’ induc- 
tive. 

The differences in aim and method between the 
Ricardian and Malthusian schools necessitated a very 
different theory of value. Ricardo’s theory could be 
logically used to treat “average prices in the long-run” 
but it did not suffice for Malthus’ treatment of market 
values. Dr. McCracken lists three cardinal points in 
the Malthusian school of economics: (1) “command 
theory of value, involving an approach to value 
the demand side rather than the supply side.” (2) “the 
qualitative definition of demand, revealing intensity of 
demand in its relation to effective demand,” (8) “the 
principle of balance and proportion as the sine qua non 
of wealth and exchange value.” 

The significance of Malthus’ “commanded value” 
lies in the fact that both demand and supply are in- 
volved, with the emphasis on demand, as compared 
with Ricardo’s emphasis on the supply side alone. This 
treatment gives a “distinct advantage in anticipating 
the modern difficulties of finding a market for surplus 
goods.” It also enabled Malthus to raise the question so 
hotly debated since as to the merits of savings and the 
resultant effects on business conditions. 

Malthus’ ideas were surprisingly modern, and above 
all else, as practical as he was able to make them. “He 
knowingly, made no assumptions contrary to fact and 
was not interested in a hypothetical society.” 

These two general schools cover the field of values 
and business cycle theory. A considerable number of 
writers are studied in this volume besides Malthus and 
Ricardo and all are classified as to either embodied value 
theorists or commanded value theorists. In the first 
group, besides Ricardo, are studied Marx, Sismondi, 
Law, Proudhon, Owen and Kellogg. In the second 
group are studied Tugan-Baranowsky, Aftalion, Foster 
and Catchings, in addition to Malthus. 

In classifying these writers as to their business cycle 
theories, the same division made above on the basis 
of value theory is used, since the exponents of the Ri- 
cardian school deal with the long-run view and the Mal- 
thusian group deal with short-run views. This connec- 
tion necessarily follows since the value theories held by 
the various writers determine their price concepts and 
so effectively designate them as either natural value or 
market value theorists. 


and Hayek. The arguments of Fisher and Keynes for 
“managed currency” and of Hayek against are set forth 
in considerable detail and some attempt made to con- 
nect them up with the general problem of business 
cycles. 

This is not an attempt to fashion a theory of business 
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The Secretary's Manual. Haydon and Garnsey. (London: 

Jordan & Sons, Limited, 1983. Pp. xxxii, 519). 

This is the twenty-second edition of a well-known 
handbook written by a judge and an accountant for the 
guidance of English company secretaries. So far as the 
reviewer is able to determine, it contains practically 
everything that a secretary needs to know in order to 
perform his duties with efficiency and with safety to his 
company and himself. 

The work is especially strong from the standpoint of 
law. The writers cite, and quote extensively from the 
leading cases on the numerous subjects that are dis- 
cussed. The Companies Act of 1929 is the basis for most 
of the book and references to it are almost continuous 
throughout. The decisions referred to are listed alpha- 
betically and there is a chronological table of the com- 
panies acts beginning with that of 1862. First Schedule, 
Table A. Companies Act, 1929 is given in full as that 
part is most useful to a secretary. Incidentally, it also 
is the most important part of the Act for the account- 
ant. 

The writers recognize the necessity of a knowledge 
of accounting to the company secretary so they give a 
concise statement of the principles of that subject with 
a description of the account books in most common use 
in England. This section contains orthodox theory with 
little or no mention of controversial subjects. 

The book covers the life of a company from begin- 
ning to end; from incorporation to winding up. It goes 
still further and includes reconstruction. The reviewer 
was particularly interested in an elaborate shart show- 
ing what persons are liable for various unlawful com- 
pany acts and what the penalty is for each infraction of 
the statutes. 

The book is well bound and is printed in small but 
clear type. It has an excellent index which covers about 
fifty pages and the table of contents is adequate. 
Throughout the book are numerous company forms 
- which are listed in a convenient manner. The several 
appendices contain many specimens of resolutions and 
notices, forms not given in the text, and rules of the 
London Stock Exchange for listing securities. 

Interesting as it may be, much of the content of this 
book such as forms, the chapters on stamps, fees, and 
debenture stock has no application to American cor- 
porations. From the viewpoint of the English secre- 
tary this volume is undoutedly indispensable and, in 
the opinion of the reviewer, it accomplishes the pur- 
pose intended by its distinguished authors. 

L. L. Brices 

The University of Vermont 


Principles of Auditing. F. R. M. de Paula. (London: 
Sir Isaac Pitman & Sons, Ltd., 1933. Pp. xvi, 252. 
$2.25.) 

This is the sixth edition of a well-known English 
book written primarily for students with the object of 
providing them a text of convenient size, at reasonable 
cost, dealing with general auditing principles. Since the 
author intends it to be a stepping stone to the standard 
works in the field he has omitted specialized subjects 


such as the different classes of audits and investigations. 

In this little volume is found a clear and concise 
statement of auditing theory and practice. The subject 
headings are in large print. This makes it easy to pick 
out topics and to follow the train of thought. Although 
the type is small it is clear and not difficult to read. A 
rather elaborate table of contents compensates in part 
for an inadequate index. 

The book is especially interesting from the legal 
standpoint because the author is liberal in his use of 
English court decisions and statutes. The discussion of 
the cases involving profit available for dividend pur- 
poses is worthy of careful study. The chapter on the 
legal position of auditors under the Companies Act of 
1929 shows how careful the English have been in pre- 
scribing what auditors may and may not do. The writer 
especially emphasizes the distinction between an 
auditor appointed under the statute and one appointed 
by private parties. The detailed description of the 
Royal Mail Steam Packet Case is merited by the far- 
reaching significance of that decision to the accountant. 

The author does not forget accounting periodicals. 
In several chapters he quotes from The Accountant and 
others. 

De Paula recognizes the danger in the loose use of 
the term “reserve” and he seems to fall in line with the 
ideas which have been so well expressed in this country 
by Professor William Morse Cole. 

A hundred examination questions at the end of the 
book will enable the ambitious student to test his mas- 
tery of the text. 

In spite of the fact that the English law does not re- 
quire depreciation of wasting assets the author favors 
such treatment from the standpoint of accounting 
theory. Most American accountants would agree with 
the statement that the creation of secret reserves is a 
debatable policy. There is little chance for disagree- 
ment with the views expressed about holding com- 
panies. In fact, there is little, if any, departure from 
orthodox theory in any part of the book. 

Now let us look at the other side of the picture. The 
book has been written by an English auditor for English 
students so the English law and accounting terminology 
are followed and used throughout. The terminology, 
especially, differs in some respects from that in common 
use in our country. For example, de Paula writes of 
“counting house,” “preliminary expenses,” and “root 
principles.” Although some American readers would 
understand these terms, many would not get the mean- 
ing intended by the author. 

The reviewer was startled when he read that the 
writer considers the main objects of an audit to be the 
prevention and detection of errors and fraud and that 
he attaches little importance to the service that an 
auditor may render his client by giving constructive 
criticism and advice. The reviewer was again jolted 
when he found an entire page given over to the valua- 
tion of horses, carts, and harness while no mention 
whatever is made of auto trucks. 

While the volume is well-bound and presents a neat 
appearance, twenty eight pages of advertising matter 
in the back detract considerably from the favorable 
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impression produced by the exterior. On page 205, the 
word “Shepherd” is misspelled. 

This book contains much material not applicable to 
conditions in our country. On the whole, however, it is 
instructive, interesting, and well-written, and, from the 
viewpoint of law it is well worth the time of any one 
interested in accounting and auditing. 

L. L. Briees 

The University of Vermont 


Essentials of Accounting. Angelo Traniello. (Killingly, 

Conn.: Austin J. Brooks, 1938. Pp. 180.) 

This is the accounting unit of an extension course in a 
business administration giving in condensed outline 
form the fundamentals of bookkeeping with a glimpse 
of accounting. There is so little accounting in the book 
that “Essentials of Bookkeeping” would be a more 
accurate title than the one used. 

The material apparently has been gleaned from vari- 
ous standard works on bookkeeping and elementary 
accounting and arranged with little, if any, originality. 
The chapters are short and easy to read, obviously 
meeting the needs of correspondence students with a 
secondary education or less. There are quiz questions 
for each chapter but most of these test the memory 
rather than the ability to think. All can be answered by 
referring to the book so the average student will be 
tempted to take the primose path. 

The chapter on the trial balance impressed the re- 
viewer as being the best part of the book. The summary 
chapter at the end is a brief restatement of the sub- 
stance of the work that would be extremely useful for 
review purposes. 

The author uses the journal approach to the subject. 
This may be satisfactory for students of secondary grade 
but college and university teachers have long since 
abandoned it for the balance sheet approach. 

Although there is one long practice set there are no 
short problems to test the student’s mastery of the text 
and to keep him interested. The model solution at the 
end of the book is carefully worked out. If the student 
can solve the final problem he should be able to keep a 
simple set of double-entry books. 

The book has a table of contents but it has no index. 
Perhaps, a short elementary work of this nature can 
dispense with such a guide. The author’s style is tire- 
some at times; for example, “in as much as” is repeated 
80 may times that the reader becomes painfully con- 
scious of the expression. 

While this little book gives a bird’s eye view of the 
elements of bookkeeping that may meet the needs of the 
persons for whom it has been written it is too elementary 
to interest any one who has made a serious study of ac- 
counting. 

L. L. Briees 

The University of Vermont 


Principles of Business Law. Essel R. Dillavou and Charles 
G. Howard. (New York: Prentice-Hall, Inc., 1988, 
Pp. xxxix, 936. $5.00) 

The name of Dillavou and Howard has long been as- 
sociated with sound and valuable books on law and 


business. The appearance of their name on any volume 
is notice that the work is of a very high order. The au- 
thors have had a long experience in teaching and actual 
contact with the problems in the field of business law. 

In reviewing any book, it ought to be the objective 
of the reviewer to comment on the book that the 
author offers, and not attempt to pass comments on the 
book that the reviewer thinks should have been written. 
The purpose of this book is clearly expressed in the 
preface, “In writing this book, the authors have had 
two distinct objectives in view. The first is the prepara- 
tion of a text supplemented with case material in such 
form that both the student and the teacher may have 
before them a brief statement of the fundamental prin- 
ciples, correlated with a selection of cases that will 
demonstrate how these principles apply to concrete 
cases.” The object of the reviewer is to attempt to 
form some opinion as to how well the author has carried 
out his objectives. 

In the opening chapters, the authors make a very 
brief, though a comprehensive and complete statement 
of the nature of the law, and this, in itself, is very valu- 
able. It gives the student some idea of the function 
of the law as an entirety, yet does not detail him so 
long that he loses interest in the main purpose of the 
book. The authors then proceed with a discussion of the 
rules of law pertaining to contracts and discuss con- 
tracts as the oldest device of the law which establishes 
and preserves business relations. It is in connection 
with this discussion that they have done a very original 
thing. The first portion of the book is a text discussion 
of the abstract rules, or, in other werds, a narration of 
the principles that control the contract relation. Be- 
ginning with page 469, they take up the same subject 
matter through the medium of the case, thus affording 
the student a balanced book of principles and actual 
cases. In other words, the abstract rules are discussed 
in clear relation to the actual cases. The usual method of 
writing a book of this sort is to adopt either the method ~ 
of the case or the method of the text, but this book uses 
both methods and it seems to the reviewer that this is a 
very happy solution of a much debated question as to 
which is the best method of teaching, the case or the 
text. It is not, however, an easy task to write a com- 
bination text and case book, but the long experience of 
these authors in the law is surely enough to insure a 
well balanced work. It is not a method to be entered 
into lightly, but one that requires a great deal of dis- 
cretion. It appears all through the book that the authors 
have been very careful in the writing of the text and 
in the selection of the cases, for there is an excellent 
balance of the two. All through the book there are 
scattered interesting and searching questions which 
will be of aid to the teacher in propounding hypothetical 
cases and will be a decided study aid to the diligent and 
careful student. 

To turn again to the table of contents, it is very ob- 
vious that the authors have accepted the orthodox 
classifications of law. The other method of classification 
is to classify rules of law not in accord with the older and 
orthodox methods, but to group the topics in relation to 
their functions in business. No honest reviewer could 
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say that one method is right and the other wrong. Both 
are possibilities. It is a matter of choice for the author to 
elect which method he shall use. In the field of business 
law teaching there has grown up a school of writers 
who favor the older classifications of the law. There also 
has been developed a school which attempts to write 
law in terms of its functions and purposes. It must al- 
ways be left to inference which is the better method, 
and inference must always rest on individual judgments. 
If the teachers desire and favor the orthodox classifica- 
tion, they probably will not find a better book anywhere 
than this one. In the opinion of the reviewer, it is one 
of the best expressions of this method. 

One of the interesting things about the work is the 
chapter, or book, as the authors call it, on security rela- 
tions. Here it is evident that a great deal of research 
has been done, that a great many possibilities have been 
weighed, and that the choice of subject matter and cases 
has been very well thought out. It is always a matter of 
opinion how much emphasis should be laid on these re- 
lations. This portion of the book proceeds on the theory 
that most of the world’s business is done on credit, an 
a careful examination is made of the purpose of credit 
risk and the problem of security. The authors indicate 
very clearly the value of the legal devices that may be 
utilized by both debtor and creditor for protecting their 
two interests. The discussion of the nature of the rela- 
tion of debtor and creditor is particularly interesting 
and well done and gives a very clear understanding of 
the rights and duties of both parties. It is also interest- 
ing to note that they have laid considerable emphasis 
on the use and value of insurance in commercial rela- 
tions, a thing that in the past has not been emphasized 
to any great extent. It is also obvious that they are 
thoroughly familiar with the fundamental theory and 
application of the rules of accounts and for this reason 
the book will be of great interest to accountants as well 
as to teachers of business law. 

One of the great problems that confronts the writer 
on a subject of business law is the matter of length of the 
book. He is always precluded from writing too long a 
book, since a rather short time is allowed to the study 
in the curricula of the schools of business, usually about 
three hours a week for the calendar year. It is necessary, 
therefore, to limit the length of a book to the practical 
utilization of a classroom. These artificial limitations 
are very apt to force the writer to omit many subjects 
that he would like to cover. This book runs to some 950 
pages, and though it is somewhat longer than the aver- 
age book, this fact is no objection since any teacher 
may make as many omissions of topics as he chooses. If 
he is fortunate enough to have more than three hours 
a week, he will find the additional material of great 
value to him. 

The book on the whole is a very commendable piece 
of work carefully written and clear. The problems of 
business law are still in their infancy, the term one of a 
growing content. Beginning years ago as a rather hap- 
hazard attempt to offer some knowledge of the legal 
system, it has grown to be a subject of great importance 
to the man of business. Law is no longer looked upon as 
the body of rules that controls courts in the determina- 
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tion of causes, but is regarded as a body of rules that 
men must be aware of in their daily administrative 
duties. Business law has done a great deal to teach the 
use of law in administration and to take away the idea 
that it is purely remedial for wrongs done. In other 
words, it teaches law in terms of constructive services 
to business, rather than as a repair job for poorly con- 
ceived and bad deals. 

If there is any objection that the reviewer might offer 
to this work, it would be that little is said on the subject 
of self-help remedies that may be available to the man 
of business, that is, what a man might do in controlling 
the measure of damage by the principle of liquidated 
damage, or of the possibilities that modern merchants 
may again develop their own courts as the ancient 
merchants did in the old piepowder courts. In adding 
this, the reviewer is well aware that he is begging the 
principle on which he started to review the book. The 
authors did not intend to treat this problem and it is 
only mentioned as one of the things that might have 
been included. The omission of these principles, how- 
ever, does not seriously impair the value of the book. 

In conclusion, the merit of the book stands on the 
sound scholarship of the men who wrote it, and, since 
they are both eminent in the field of business law, it 
follows their book is a well done piece of work. 


E. S. WoLLAVER 
University of Michigan 


The Transportation Crisis. G. Lloyd Wilson. (New York: 
Sears Publishing Company, 1933. Pp. 333. $2.50.) 
Professor Wilson has added another volume to his 

already substantial contribution in the field of trans- 

portation economics. The new book is essentially a sur- 
vey of the several instrumentalities of transportation, 
their interrelationships, and their economic status 
early in 1988. The author’s purpose is to set forth the 

facts behind the present situation, to counsel the im- 

mediate formulation of a sound national policy, and to 

advocate effective correlation in public interest. 

The introductory chapter depicts the nature and 
extent of the recent “transportation revolution.” Next 
is an inventory of existing transportation facilities with 
an appraisal of the extent of surplus. Then follow several 
chapters which deal in turn with railroads, waterways, 
pipe lines, motor lines, electric railways and airways. 
These chapters set forth the more important features in 
the chronological development, describe the character- 
istics, and portray statistically in both absolute and 
relative terms the contribution in public service, of 
each agency of transportation. 

The concluding group of chapters deal in turn with 
the present status of railroad securities and railroad 
credit, the question of obsolescence in the railroad 
freight rate structure, the degree of “antiquity” in the 
public policy of railroad regulation, and the problem of 
door-to-door collection and delivery of railroad-borne 
freight. The last chapter contains the author's concep- 
tion of a well-planned transportation system. 

Much of the historical and descriptive material is al- 
ready available in the author’s earlier books and those 
of other writers on transportation, but the statistical 
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matter and other factual data in the new volume bring 
the treatment up-to-date. That which is responsive to 
the title of the volume now under review—“The Trans- 
portation Crisis” —will be found in the first $1 and in 
parts of the last 71 pages, less than one-third of the 
total. It is to be regretted that Professor Wilson did not 
deal more intensively with the present and future, and 
give less space to the events of the past. The concluding 
chapter, with the suggestions, might well have been the 
starting point instead of the end, inasmuch as most of the 
several specific recommendations to bring about the 
ideal situation are without adequate development and 
support. 

Professor Wilson gives his conception of the ideal in 
the following sentence. “The economic sphere of ac- 
tivity of each type of carrier should be determined, and 
each type of carrier subjected to reasonable and con- 
structive regulation that will assure the public adequate 
transportation services at just and reasonable rates, and 
afford the carriers of various types adequate protection 
against the ruinous competition by the same type or 
other types of carriers and the opportunity to earn fair 
compensation for the services rendered the public.” 

The specific suggestions offered by the author to im- 
prove the present situation relate.to railroad consolida- 
tion, three classes of freight service and rates with 
optional door-to-door collection and delivery, establish- 
ment of proper differentials between rail and water 
rates, three classes of passenger rates and service, with 
door-to-door service at terminals and delivery of 
tickets on telephone request, adequate regulation of 
water and highway interstate transportation by the 
Interstate Commerce Commission, and coordination of 
rail-water-highway service. 

J. CUNNINGHAM 
Harvard Graduate School of Business Administration 


Financial Examinations. F. W. Thornton. (New York: 
American Institute Publishing Company, Incor- 
porated, 1933. Pp. x, 282, $2.00). 

Anyone who has had occasion to use the Federal 
Researve Board’s bulletin entitled “Verification of 
Financial Statements” has probably found that the 
condensation of the material into twenty-six pages has 
afforded little opportunity to explain why many things 
should be done and how they should be done. Mr. 
Thornton’s book was written partly in response to “re- 
quests for an amplification of the skeleton of procedure 
contained in the bulletin . . . to supply in a brief text 
some explanation of the reasons for the steps in the veri- 
fication program of the bulletin and to set forth more in 
detail other steps which may suggest what might be in- 
cluded in the audit of a medium or smaller sized com- 
pany.” Although the title of the book has the merit of 
brevity, some may fail to understand at once that the 
book explains procedure for an audit for credit pur- 


poses. 

The Federal Reserve Board’s bulletin is submitted in 
full as an appendix to the book and occupies approxi- 
mately 50 pages. Mr. Thornton’s treatment of the sub- 
ject-matter is contained in two hundred and sixteen 
pages of the book. This affords some ides, of the extent 


of the amplification, especially as Mr. Thornton’s style 
is as clear-cut and direct as that of the bulletin. One 
who has attempted to amplify the bulletin for students 
over a period of years will no doubt feel upon reading 
the book that Mr. Thornton has done his task as well as 
it could be done within the limits of a pocket volume. 
However, he will no doubt feel at times that he would 
like to have an amplification of Mr. Thonrton’s ampli- 
fication. He would doubtless, for example, like a fuller 
and clearer treatment (page 164) of “Reserves” and 
would like to know just why (page 197) ““The applica- 
tion to cost of production of only a part of the total de- 
preciation provision with a charge of the remainder to 
the appraisal surplus is unproper.” 
Artuur W. Hanson 
Harvard Graduate School of Business 
Administration 


Prices. George F. Warren and Frank A. Pearson. (New 
York: John Wiley & Sons, Inc., 1933. Pp. vi, 386, 
$3.90.) 

According to the authors “It is the aim of this work 
to add something to the science of economics, something 
to the dissemination of knowledge, and to help indi- 
viduals with their immediate problems, so that they may 
adjust their affairs to the probable economic weather.” 
To these ends they have developed twenty-three chap- 
ters which appear to fall into three fairly definite groups. 
The first nine set forth the main argument, the next ten 
consider inflation and deflation from several points of 
view, and the remaining four treat price-supporting 
measures, effects of the discovery of America on prices, 
the history of prices in the United States and the price- 
outlook. 

As for the main argument, employers and laborers, 
sellers and customers, should have measures of value as 
unchangeable as the yard and the pound and to this end 
index numbers furnish the most accurate method of 
measurement yet devised. “Monetary history is char- 
acterized by change from one commodity to another 
in search of something that has a stable value,” but 
this search is doomed to eternal failure. Even gold 
has met the test most inadequately especially since 
1914, and the abnormally high prices from 1915 to 
1929 are traced in part to the reduced demand for gold 
and in part to the low production of other things. The 
great rise in prices in the United States after 1915 was 
due to the failure of most of the gold-using countries 
to use gold; they ceased to bid for it. Hence “The major 
source of the difficulty was low demand for gold.” 

High prices before 1980 are often erroneously at- 
tributed to a sudden and violent permanent increase in 
the efficiency with which gold was used. As for the con- 
tention that world production of gold has had to in- 
crease with the production of other things in order to 
maintain stable commodity prices, the authors are 
aware that it is challenged on the ground of the increased 
efficiency in the use of gold arising from the use of 
checks, more rapid transmission of money and numer- 
ous other factors. But, “It makes no difference how 
many of these things may be demonstrated, the fact 
remains that gold had to increase with the production of 
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other things to maintain stable prices.” Why? Because 
the small efficiency in the use of gold is easily offset by 
other factors. In any event, “the simple fact that the 
general course of prices has been determined by the ratio 
of gold stocks to the production of other things is 
established.” Accordingly, they question the finding of 
the Gold Delegation of the League of Nations that gold 
stocks are ample, since it implies a pyramid of credit 
that cannot be maintained to support the pre-depres- 
sion price level. (p. 111) Prices fell in 1929. Why? Because 
“To sustain this price level would have required 28 per 
cent more gold stocks than existed in 1929.” Hence, 
the “attempt of all the gold-using world to return to a 
gold basis brought prices back to their normal relation- 
ship to gold.” Such is the thought of the most vital 
chapter (Ch. V.) and all that follows stands or falls 
with the views there set forth. 

It isright at this point that the authors are most open 
to attack. Thus we find Kemmerer contending that 
while a great expansion had taken place in time deposits, 
the expansion of member bank credit was chiefly due to 
“the enormous rise in the velocity of deposits,” and “the 
great inflation of 1928 and 1929 is related to the phe- 
nomenon of a huge cycle in deposit turnover... .”! 
Evidently the credit superstructure has at least cyclical 
significance and the efficiency in the use of gold cannot 
be ignored. As for the deficiency of gold, Hardy states 
“that there are comparatively few who believe that the 
gold supply has actually been so inadequate as to re- 
strict productive activity or exert a downward pres- 
sure on prices.” He points to the direction of gold 
movements rather than to the adequacy of the World’s 
supply as the significant problem.* Thus it appears 
that if the authors have not overstressed the demand for 
gold as an explanation of price movements, they have 
failed to give adequate consideration to other aspects 
of the problem. 

It should also be said that the book gives little con- 
sideration to the evidence of increasing price inflexi- 
bility, brought out by Mills.* Nor is there adequate 
consideration of industrial maladjustments resulting 
from the misdirected flow of capital into industry. The 
authors have produced a book which concentrates at- 
tention upon the consequences of changes in the de- 
mand and supply of gold in a highly effective way and 
the bulk of their labor is of great value. Indeed, it has 
resulted in a volume that every student of money and 
prices should read because of the rugged style and 
vigor with which it attacks the deficiencies of a mone- 
tary system based upon some one commodity such as 
gold. There is an abundance of charts and tables, some 
of which are of peculiar significance and there is an 
 open-mindedness which frees the authors of the im- 
pediment of “gold mentality” to which Blackett re- 
fers.* Still, we find them saying that “a currency re- 
deemable in gold or gold and silver and definitely con- 


1 Kemmerer, The A B C of the Federal Reserve Sys- 
tem, 9th Edition revised, p. 134. 

* Hardy, C. O., Federal Reserve Credit Policies, pp. 
195-6. 

* Mills, F. C., Economic Tendencies, p. $74. 

* Blackett, Sir Basil, Planned Money. 


trolled by law is probably better adapted to the present 
state of economic knowledge and political stability” 
(p. 168) than paper money Apparently they favor a 
monetary system which is a compromise between man- 
aged currency and the old gold standard, something in 
between, like the compensated dollar, suitable for Amer- 
ican conditions! But |there is no discussion of the means 
by which the various problems confronting such a 
standard are to be overcome and so one must conclude 
that the authors favor such a standard rather than the 
gold standard as it was working between 1914 and 1929. 
But this position also calls for an adequate analysis of 
the factors which cause the collapse of the gold stand- 
ard, which, unfortunately, is not presented. 

The possibility that a stabilized price level may con- 
ceal falling prices resulting from reduced costs of pro- 
duction is met by the statement that should “the aver- 
age price level of basic commodities—fall as rapidly as 
efficiency increases, all fixed investments based on pre- 
vious purchases of commodities must depreciate in 
value.” (p. 156) The solution of this problem is to be 
found in “fixed commodity prices and rising wages 
rather than by fixed wages and falling commodity 
prices.” Clearly this involves something more than 
regulation of the weight of the dollar in the interests of a 
stable price level. Indeed, such a program calls for 
nothing less than a planned economy with managed 
money as an adjunct. But a planned economy with 
managed money must give careful consideration to in- 
ternational trade, international payments and an inter- 
national means of payment. If these are to be ignored, 
economic nationalism becomes the alternative and then 
a country may manage its money with relative ease, 
though the price for this advantage may come rather 
high. 


E. A. Krncaip 
University of Virginia 


Money. D. H. Robertson. (New York: Harcourt, Brace 

& Company, 1929. Pp. xiv, 202. $1.35.) 

The first edition appeared in 1922 and was followed 
by a revised edition in 1928. One of the Cambridge 
Economic Handbooks, it follows Henderson’s “Demand 
and Supply.” Consequently “emphasis is laid on the 
theory of money as a special ease of the general theory 
of value” and herein lies the chief value of the book. 
In addition, the author recognizes that “The real 
economic evils of society—inadequate production and 
inequitable distribution—lie too deep for any purely 
monetary ointment to cure.” Obviously the book is 
built on excellent foundations. Not the least of its 
merits are the pleasing style of the author and the 
cleverly selected texts introducing each of its eight chap- 
ters. These are taken, not from Holy Writ, but from 
“Through the Looking Glass” and “‘Alice’s Adventures 
in Wonderland,” in this case the wonderland of mone- 
tary theory. The entire book has been revised and that 
part beginning with Chapter IV has been materially 
altered. As it stands it is certainly an outstanding work 
even if the treatment is condensed. 

Money is defined as “anything which is widely ac- 
ceptable in discharge of obligations, provided it is ex- 
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pressed as a multiple of some unit which is regarded as 
a measure or standard of the value of things in general.” 
The services and disadvantages of money are considered 
and then comes the value of money—its purchasing 
power in terms of goods and services. But the author 
distinguishes command over goods and services which 
enter into final consumption, i.e., ““income-value” from 
command over goods and services which are merely 
exchanged or “transaction-value.” As for index num- 
bers, “if sufficient care is taken, measures accurate 
enough for more practical purposes can be found and 
used.” 


The value of money is determined differently from 
the value of other things in that (a) a large loss of 
money would prove inconvenient but there would be 
no loss from a social point of view, because no one 
“wants it except for the sake of the control which it 
gives over other things.” Evidently “money” is not 
composed of material which has value as such or an 
alternate use. (b) Its value varies inversely as the 
quantity available, but both quantity and velocity 
must be taken into account and the value referred to is 
“income value.” But demand is also a factor and this, 
for the individual, “is the real aggregate value of his 


money pool,” the latter being some proportion of his - 


real income. The proportion is determined by a number 
of factors, but if it is large its velocity is small and vice 
versa. But the quantity of money effects the conditions 
of demand for it, hence the excellent chapter on “The 
Quantity of Money.” Since money consists of both com- 
mon money and bank money, what determines the 
quantity of the latter? The reserves of common money. 
What reserve is necessary? That is determined both by 
law and experience. The question then arises—what 
determines the quantity of common money? The latter 
includes both convertible and definitive money, so the 
ratio of definitive to convertible money is vital. Thus 
the analysis is brought to the gold standard. This he 
defines as that “state of affairs in which a country keeps 
the value of its monetary unit and the value of a de- 
fined weight of gold at an equality with one another.” 
This definition, he admits, is “framed with a certain low 
cunning.” In his discussion he shows that a country 
may “‘make the value of gold conform to the value of 
money instead of making the value of her money conform 
to the value of gold” and still keep up the appearances 
of a gold standard. It is because of this possibility, 
that he adopted the definition. He then explains how 
America managed the value of gold through variations 
of gold reserves back of federal reserve notes and through 
substitution of the notes for gold certificates. The use 
of gold to buy currency, if currency is worth more than 
gold, or the reversal of the process fixes the parity of 
value of gold and money in both domestic and foreign 
exchange. Therefore, a country may arbitrarily make 
gold worthless as money and America could and did do 
this very thing. 

It is then pointed out that it is unnecessary, “every 
time the bank makes a loan, (that) a new act of saving 
thould be performed by the public,” but if bank loans 
exceed saving “forced saving” may result because of 
the fall in the value of money. Should a bank, then, 


never make a net addition to the amout of its loans? No, 
for a bank must take account of the changing velocity 
of bank credit to keep prices stable and thus keep spon- 
taneous savings at work without loss. Again, it may be 
necessary for a bank to contract credit in order to pre- 
vent forced saving as when prices fall due to falling 
production costs. The “needs of trade” test of the quan- 
tity of credit comes in for analysis and it made clear 
that it is am unsafe basis of credit expansion unless 
carefully defined. The war forced resort to forced saving 
on a vast scale and the process as it worked out in 


count for the rise in the price level following issues of 
government money. A rise of prices at home would raise 


remedies of the situation and so to stabilization of the 
price level and thus to inquire, “How should we like 
the value of money to behave?”’ In his discussion he 
brings out the essential problems that must be con- 
sidered. 

The final chapter relates to money and the trade 
cycle and here he shows that forced saving has aggravated 
the cycle, due to confusion of cause and effect among 
bankers. But the dependence of bankers upon the rate 
of interest as a means of control of credit is not without 


may be said for rationing credit. In any case, it should 
be remembered that not every fall in prices is unde- 
sirable since some may result from increased produc- 
tivity per capita. But, in so far as they are undesirable 
the central bank can check them only in part. Complete 
control of recession will involve assistance of govern- 
ment in promoting a nearer approach to that industrial 
equilibrium essential to recovery from depression. It 
would seem that banks cannot prevent over-expansion 
on the one hand nor can they bring about recovery on 
the other, through control of credit. This conclusion 
harmonizes with his original position—that the monetary 
approach to price movements is but a one-sided ap- 
proach. Thus one is again led to say that Dr. Robertson 
places money in its proper economic perspective. I, 
therefore, commend it to that vast group of perplexed 
persons who think they see in monetary manipulation 
a solution of every ill. 
E. A. Kincarp 


Unicereity of Virgini 


Planned Money. Sir Basil P. Blackett. (New York: D. 
Appleton & Company, 1933. Pp. viii, 201. $1.50.) 
Feeling the need of “thoroughgoing reconsideration 

(of) our monetary system and our attitude toward the 

international gold standard” Sir Basil Blackett has pre- 

pared this volume as a “reasoned alternative constructive 
programme.” In Part I, devoted to planning in general, 
he rejects Laissez Faire as an automatic and self regu- 
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lating economic system and attributes the prosperity 
of the nineteenth century to a fortuitous combination of 
circumstances. Now that Great Britain has adopted a 
protective tariff and thus broken with Laissez Faire the 
time is ripe for a new order which is to be planned. The 
conception of a planned economy is defined in four forms 
which may be accepted in a preliminary way since the 
author is interested in planned money in particular 
rather than planning in general. He is not disposed to 
apologize for planning as a successor of Laissez Faire 
since there should be no net loss of individual liberty, 
but rather a change of the forms thereof. In any event 
something must be done, for distribution has broken 
down. If he means that the price system has failed to 
function he is quite right. But, is not the failure of that 
system largely the result of schemes worked out by 
those capitalists who talk most loudly about the bless- 
ings of Laissez Faire? If so, what hope is there for a 
regime of planning which involves control of economic 
action by statute in a country where, as in our own, there 
is little respect for law? 

The real debt of Great Britain advanced 534 per cent 
beween 1924 and 1932, but it does not follow that credi- 
tors received a gain equal to the loss of the debtor since 
the redistribution of wealth that comes with falling 
prices is a loss for which there are no offsetting gains. 
Obviously equilibrium of prices would afford relief and 
this can be had through (a) deflation of costs relative 
to prices but the problems involved are so serious that 
(b) the alternative, raising prices, seems inevitable. 
The abandonment of the gold standard in England was 
therefore socially desirable since the people could not 
be asked to make further sacrifices to maintain a sys- 
tem in which the variations in the value of gold were the 
result of forces outside the control of any particular 
country. In addition there developed two financial 
centers and the combination of factors was fatal to the 
international gold standard. The effort to cope with them 
has meant of late years that “the stability of the price 
level has been sacrificed to the stability of external 
changes.” Hence, a country needs a currency of its own 
for internal needs and another for external trade. In- 
deed, the instability of the internal monetary standard 
resulting as it does from external factors is the real 
factor of the protective tariff. 

Sir Basil feels that there is a great inadequacy of in- 
dex numbers suitable for stabilization purposes and he 
thus leaves the impression that the work of Fisher and 
Snyder do not fill the need. Even if index numbers were 
adequate, how could a constant price level be main- 
tained? Suppose a particular price is heavily reduced 
because of lowered costs of production could not the 
gain from invention be distributed as wages rather than 
profits and thus stabilize prices? Certainly, if the con- 
trol of industry is sufficiently powerful. A constant price 
level is defined and it is then explained that a separa- 
tion of the internal currency from the external will per- 
mit of stabilization, provided ample power is given to 
the central bank and the budget is balanced. The cen- 
tral bank would still have control of the quantity of 
money through its open market and rediscount opera- 
tions and there would remain only the problem of when 


to act. Incidentally this is a very considerable one, 

It is, of course, admitted that complete separation of 
internal prices from “external contacts” is impossible, 
but a middle course between complete sacrifice of in- 
ternational trade and stability of internal prices can 
and should be pursued for a price for internal stability 
that destroys foreign trade is too high. Looking for- 
ward to the World Economic Conference, has he was, 
Sir Basil based his expectations upon the position of 
Great Britain at Ottowa. Thus he concludes that she 
will oppose stabilization of gold-in terms of prices, 
since the subordination of gold is not likely to find 
favor unless the appearance of the gold standard is 
kept up. If only the United States and Great Britain 
could agree-upon a plan, stabilization of gold prices 
would be practically assured. If agreement with the 
United States can not be had what program could Great 
Britain follow? She could propose that each national 
Economic unit have its own local currency and stabilize 
its prices. If this could be effected by agreement “the 
problem of reconciling stable internal prices with active 
international trade would be solved.”” Thereafter varia- 
tions in exchange values would be infrequent and gold 
could be used to adjust these. To be sure there will be 
objections, the chief of which is the “gold mentality.” 
But there is just one justification for this—‘“‘If a nation 
cannot trust its Goverment and its Central Bank it is 
probably right in clinging to gold.” By these tests 
planned money is quite impossible for the United 
States. What assurance is there that we can in the fu- 
ture keep politics out of banking operations and what 
reason is there to suppose that the present Federal re- 
serve board is more capable than it was in the period 
from 1927 to 1933? So far as England is concerned the 
time may be ripe for planned money, considering the 
attitude of the Dominions at London. As for us, there 
is the choice between avoiding inflation as a deadly peril 
or joining forces with England and the Dominions. 
Under the latter conditions the experiment would be 
much less one for‘us. 

Sir Basil has performed a distinguished service in 
presenting a constructive program thus giving the 
reader a view of the present monetary situation not 
otherwise obtainable. In addition he brings out the ob- 
stacles in the way of a return to conditions which pre- 
vailed under the old gold standard on the one hand and 
of going on in the spirit of the pioneer into the untried 
field of managed money on a vast scale on the other. 
Clearly the choice is difficult and one might very well 
justify England in temporizing with the hope that 
“something will turn-up,” thus justifying delay in the 
decision. The problems of the London Conference were 
clearly foreseen by Sir Basil but the outcome appears to 
justify a policy of watchful waiting with resistance to 
inflation in the name of management on the one hand 
and a delay of stabilization of prices in terms of gold on 
the other. The time is not ripe for the latter and the 
pursuance of the former is filled with peril. As the author 
points out, managed money calls for “a change in men- 
tal attitude towards money for which even instructed 
opinion in many countries is scarcely ready.” That 


would | 

of even 

Univ 

The A 

Star 

A.C 

don 

50/- 

In 1 

1898, t 

present 

é pile his 

: could s 

edition 

4 would | 
ing in 

: that he 

In that 

ject wa 

examin 

and at 

practiti 

materis 

to avoi 

lawyer: 

interest 

present 

one is” 

materi: 

that th 

tioned | 

greater 

that th 

ous sta 

notably 

The: 
this in 

which ii 

reader 1 
though 

book. B 

find int 

equal t 

And the 

hess of : 

the rea 

: tion or 

unexpec 

4 60, for « 

purport 

dence of 

great m 

latter p: 

; very lim 

show tl 

ods to d 

the tota 

and tha’ 


Book Reviews 


would appear to be the correct conclusion in the light 
of events at London. 
E. A. Kincarp 

University of Virginia 
The Accountants’ Compendium. By the Late Sidney 

Stanley Dawson, Revised by Arthur Lionel Morell, 

A.C.A. and William Benjamin Cullen, F.C.A. (Lon- 

don: Gee & Co. Limited, 1930. 2 Vols. Pp. 416+366; 

50/-.) 

In the original edition of this work, published in 
1898, the author in the preface (not reproduced in the 
present edition) modestly describes his efforts to com- 
pile his materials within the scope of one volume. If he 
could see the two hefty tomes which constitute the fifth 
edition of his work, I am not quite sure whether he 
would be filled with admiration or dismay; though, hav- 
ing in my youth met Professor Dawson I can testify 
that he was not easily subject to the latter emotion. 
In that same original preface he explained that his ob- 
ject was to provide a lexicon of all topics covered by the 
examinations for accountants in England and Wales, 
and at the same time to furnish a book of reference for 
practitioners. Conscious of the large amount of law 
material in the book he stated that-he had endeavored 
to avoid giving a full treatment of these subjects for 
lawyers, and to present only those phases which are of 
interest to accountants. Presumably the editors of the 
present edition have followed the same policy, the more 
especially as they are both accountants. Nevertheless 
one is impressed with the very great amount of legal 
material in both volumes, and one gets the impression 
that the work of the accountant is over there condi- 
tioned and prescribed by legal considerations to a still 
greater extent than here. The present editors explain 
that they have incorporated the provisions of the vari- 
ous statutes passed since the fourth edition of 1911, 
notably the famous Companies Act of 1929. 

There is probably no more authoritative work than 
this in existence, at least within the jurisdiction to 
which it applies. On law matters of course the American 
reader will need to consult the laws of his own country, 
though he will be interested in the items cited in this 
book. But on topics of accounting most of the materials 
find interest and application on this side of the Atlantic 
equal to that prevailing in the country of publication. 
And there is none of the dry finality and matter-of-fact- 
ness of a dictionary about this work;on almost any page 
the reader can find statements which invite qualifica- 
tion or open controversy, a feature which makes it 
unexpectedly interesting for a reference book. On page 
60, for example, is the statement “‘a Balance Sheet . . . 
purports to show the financial position and to afford evi- 
dence of the amount of profits periodically made. ...” A 
great many people will be disposed to quarrel with the 
latter part of this description, which is only true in a 
very limited sense. Certainly the balance sheet does not 
show the profits of the several periods, nor of any 
one period if dividends have been paid, nor of all peri- 
ods to date in the same circumstances. It simply shows 
the total of undistributed profits accumulated to date, 
and that only if there has been no change in the surplus 


account in the meantime due to reorganization or other- 
wise, a circumstance, however, which probably occurs 
less frequently in England than in this country. 
Some of the discussions on economic problems are 
not couched in the clearest terms, a circumstance due 
in a measure doubtless to the compression of complex 
matters into few words. The editors express their as- 
tonishment in notes of exclamation at the idea of in- 
terest rates being in any sense affected by any consider- 
ations of supply and demand, and it is inconceivable 
to them that a man with money should pay another to 
take care of it rather than be paid interest for the use 
of it. It is true of course that the quantity of money does 
not determine interest rates, but the supply of and 
demand for loanable capital assuredly does influence 
interest rates. Possibly this is what they mean when 
they argue that the true view is found “if money be 
regarded, as it ought to be, as a mere medium of ex- 
change”; but the non-economist will not easily make 
the connections. None of this economic discussion, by 
the way, appears in Dawson’s original edition. It will 
be a matter of further excitement to some people that, 
although there is a separate article on Interest on Capi- 
tal as applied to the division of partnership profits and 
another on Interest on Capital During Construction, 
there is no allusion whatever to the controversy on 
interest on invested capital 2s known to accountants on 
this side. In the article on Cost Accounts moreover in- 
terest is completely omitted from the list of ingredients 
of cost. Other curious omissions include such common 
balance sheet titles as Accounts Receivable, Accounts 
Payable, Accruals, Prepaid Assets, Deferred Assets and 
Surplus, the last-named being discussed very incident- 
ally under the general heading of Reserves. And while 
in “Accounting Terminology,” published by the Ameri- 
can Institute of Accountants, six pages are filled with 
the definitions of 47 varieties of assets, this compendium 
a much larger work, devotes a meagre half-column to 
the discussion of assets in general. 
It should not be supposed, however, that the work 
is written wholly from an English point of view, as there 
are many allusions to practices in this country and on 
the continent of Europe. The citations which have been 
made are given for the purpose of indicating that the 
book does not consist merely of the dry bones of defini- 
tions, but has a good deal of human interest in it also. 
T. H. Sanpurs 

Harvard Graduate School of 

Business Administration 


Commercial Education in the High School. Frederick G. 
Nichols. (New York: D. Appleton-Century Com- 
pany Inc., 1983. Pp. xxi, 514. $3.00.) 

This is a type of text in the field of commercial educa- 

tion that is different and for which there has been a 

definite need. Professor Nichols for over a quarter of a 

century has been an outstanding leader in this field and 

few, if any, are as well qualified by ability, training and 
experience to speak authoritatively of the problems in 
the public secondary schools. The book is the outgrowth 
of a course in principles of high school commercial 
education given by the author at Harvard University. 
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It is addressed not only to students majoring in com- 
mercial education but also to school administrators, 
supervisors of commercial education, and to instructors 
in commercial subjects. 

While the content of the book is devoted primarily 
to the public secondary school commercial educational 
program, the principles presented apply to a considera- 
ble extent to any program in commercial education. 
The author desires that the discussion of fundamentals 
“‘will contribute to the establishment of principles in 
accordance with which practices and procedures can be 
made to square a little more surely with the clearly ap- 
parent needs of local situations.” 

The book is divided into six parts. Part I presents the 
fundamental considerations necessary to develop a 
broad viewpoint to serve as a background for the more 
detailed treatment of topics that follow. It includes such 
topics as the importance and definition of commercial 
education; recent changes in educational theory; voca- 
tional phases of business education; and basic factors 
in curriculum construction. 

Part II gives attention to criticisms of curriculums 
from the viewpoint of both the business man and the 
educator. Part III is devoted to a discussion of the ob- 
jectives of secondary school commercial education, with 
special attention to vocational guidance as a vital ob- 
jective. Part IV is devoted to the more important as- 
pects of the junior and senior periods in secondary com- 
mercial education with emphasis on the articulation of 
the periods and reorganization of instruction material. 

Part V considers the claims of the technical, academ- 
ic and social-business groups of subjects for recogni- 
tion as the core of the program with a brief treatment 
of each subject in the various groups. Part VI presents 
a discussion of commercial education in the high school 
of commerce and the small rural high school. This sec- 
tion is particularly helpful as very little has been written 
regarding these special schools. 

Summaries, conclusions, review questions, problems, 
and references have been omitted from the book, and 
will be included in a workbook which is in the process of 
preparation. A careful reading of this book is strongly 
recommended to all those interested in the field of com- 
mercial education. 

Atuze L. Percy 
Boston University 


Accounting Principles and Procedure, Advanced Ac- 
counting Volume I. Charles H. Langer. (Chicago: 
Walton Publishing Company, 19338. Pp. vii, 316, 
$5.00.) 

The first impression one has upon seeing this book 
is that it is of unusual size, the pages being 8}”<11”. 
There are 316 pages in the book, but the type size of the 
pages is approximately 24 times that of the average 
page, which would make the book equal to about 700 
pages of the usual size. To facilitate its readability 
the text is presented in two columns on each page. The 
principle advantage of the size would seem to be that it 
allows an excellent presentation of balance sheets, 
operating statements and other exhibits without the 
use of folded sheets, which become torn in use, and with- 


out having to reduce them to the Lilliputian size so 
common in many textbooks. Another minor but prac- 
tical advantage is that the book will lie open without 
undue weighting, while the instructor is working on 
the blackboard. 

The book is designed for first year advanced students 
and as stated in the preface “it presupposes a knowledge 
of accounting from a constructive viewpoint, i.e. the 
function of accounts, their relation to each other, and all 
that is required in the preparation of comprehensive 
operating and financial statements.” It assumes also 
that the student will study further subjects in advanced 
accounting and therefore concentrates on a few carefully 
chosen subjects. It avoids generalities and plunges into 
the depths of each subject with commendable thorough- 
ness. There are definite statements of principles sup- 
ported by adequate reason, logic or illustration to give 
them validity and to avoid a dogmatic presentation. 

The material is presented in the form of 30 lectures 
which start with single entry bookkeeping, pass through 
a consideration of financial statements, their form and 
preparation and the extended use of working papers; 
partnership accounting, corporation accounting, with 
lectures on profits, surplus and dividends; Statement of 
New Assets and Their Application; Statement of Af- 
fairs; Statement of Deficiency; Realization and Liquida- 
tion Statement; Depreciation; Reserves—Valuation 
Accounts—Earned Surplus Appropriations; Funds and 
Related Reserves and Earned Surplus Appropriations; 
Goodwill—Secret Reserves; and close with a lecture 
on Ratio Analysis of Financial Statements. 

The type of factors considered in these lectures may 
be gathered from the following headings to be found 
under the general subject of partnership accounting: 


Lecrure 6 
Partnerships 
Accounting Problems of Organization 
(1) Forms of Business Organization 
(2) Individual Proprietorship 
(8) Partnership—General 
(4) Partnership—Limited 
(5) Joint Stock Company 
(6) Articles of Partnership 
(7) Customary Provisions of Articles 
(8) Valuation of Contributed Assets 


Admission of a Partner 
(9) Capital and/or Profit Interest 
(10) Capital Interest Equal to Contribution to Firm 
Capital 
(11) Capital Interest Including Purchase of Goodwill 
(12) Capital Interest Greater than Contribution to 
Firm Capital 
(18) Capital Interest Acquired by Purchase of Part- 
ner’s Interest 
Lecture 7 
Partnerships, Cont'd 
Accounting Problems of Operation 
(1) Operating Charges and Credits 
(2) Disposition of Partnership Profits 
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(8) Division of Profits 
(4) Division of Profits—Arbitrary Ratio 
(5) Division of Profits—Capital Ratio 
(6) Division of Profits—Average Capital Ratio 
(7) Division of Profits—Part Capital Ratio and Part 
Arbitrary Ratio 
(8) Division of Profits—Part Compensation for Serv- 
ices and Part Arbitrary Ratio 
(9) Interest on Capital, and Salaries—A ting 
Treatment 
(10) Interest on Under or Over Contribution of Capital 
(11) Interest on Partners’ Loans 
(12) Interest on Drawings 
(18) Distinction Between Salaries and Drawings 
(14) Adjustment of Profits of Prior Periods 
(15) Bonus Allowed Partner 


Lecture 8 
Partnerships, Cont’d 
Accounting Problems of Dissolution 
(1) Causes of Dissolution 
Dissolution by Act of the Parties 
Dissolution by Operation of Law 
Dissolution by Judicial Decree 
(2) Deceased Partner's Interest 
(8) Retiring Partner’s Interest 
(4) Goodwill—Retiring or Deceased Partner 
(5) Sale of Partnership Business 
(6) Incorporation of a Partnership Business 


9 
Partnerships, Cont'd 
Accounting Problems of Dissolution, Cont’d 
(1) Partnership Dissolution 
(2) Liquidating a Business 
(8) Settlement of Partnership Accounts 
(4) Rights of Partner Making Loan 
(5) Status of Partner’s Loan in Liquidation 
(6) Repayment of Partner’s Loan 
(7) Recording Partnership Liquidation 
(8) Principles Governing Distribution of Profits Re- 
alized and Losses Sustained in Liquidation 
(9) Distribution of Profits Realized, Losses Sustained, 
and Liquidation Expenses to Partners 
(10) Distribution of Uncollectible Capital Deficit Re- 
sulting from Losses 
(11) Distribution of Uncollectible Capital Deficits Re- 
sulting from Distribution of Other Partners’ Un- 
collectible Deficits 
(12) Right of Partnership to Contribution from Partner 
for Capital Deficit 
(18) Right of Partnership to Offset a Partner's Loan 
Against His Capital Deficit 
Lecture 10 
Partnerships, Cont’d 


Accounting Problems of Dissolution, Cont’d 


(1) Consideration of Effect of Possible Loss on Un- 
realized Assets on Partners’ Capital Interests 
(2) Consideration of Effect of Possible Uncollectible 
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Capital Deficit Resulting from Possible Loss on 
Unrealized Assets 

(3) Consideration of Effect of Possible Uncollectible 
Capital Deficit Resulting from Distribution of 
Other Partners’ Possible Uncollectible Capital 
Deficit 

(4) Consideration of Fullest Possible Loss Before 
Distribution of Cash on Partner's Loan 

(5) Factors and Principles Governing Liquidation of a 
Solvent 

(6) Problem—lIllustrating Liquidation of a Solvent 
Partnership with Distribution to Partners after 
Partial Realization of Assets 

Lecture 11 
Partnerships, Cont'd 

Accounting Problems of Dissolution, Cont’d 

(1) Marshalling of Partnership and Individual Assets 

(2) Factors and Principles Governing Liquidation of 
an Insolvent Partnership 

(8) Problem—Ilustrating Liquidation of an Insolvent 
Partn 

(4) Capital Ratio Distribution of Cash to Partners 

(5) Basis of Distribution of Part of Available Cash to 
Partners when Fullest Possible Loss Creates a 
Capital Deficit 

(6) Unknown Losses on Assets Realized 

(7) Liquidation with Distribution of Non-Cash Assets 

(8) English Rule for Liquidation 

The attention paid to single entry bookkeeping is 
interesting because this subject is often omitted or 
treated but lightly in the usual textbook. For its aca- 
demic value the author has brought out clearly the 
“characteristics and shortcomings of single entry as con- 
trasted with double entry bookkeeping.” Of practical 
value is the description of methods of single entry book- 
keeping and the explanation on the changing of single 
entry books into double entry. In the closing lecture on 
single entry bookkeeping considerable attention is paid 
to the causes of changes in net worth, which apply as 
well, of xourse, to double entry booking. 

The lack of references to collateral reading is due 
perhaps to the thoroughness of the material as presented 
and to the fact that those who use the text in connection 
with a correspondence course may not have the library 
facilities nor the time in which to do such reading. The 
instructor in a resident school could, if he desired,pre- 
pare his own references to fit the requirements of his 
students. 

A minor criticism may be directed to the fact that 
exhibits of the annual statements of some leading cor- 
porations show the years as being 19A, 19B, etc.; while 
in commenting on certain of the items references are 
made to definite dates. Thus a balance sheet for Sears, 
Roebuck and Co. is shown as of December 31, 19B. In 
commenting on items in this balance sheet the text 
states, “Purchase Money Mortgage Notes, $12,000,000, 
under Current Assets were shown in like manner in the 
December 31, 1924, Balance Sheet.” It would seem 
preferable to show the actual years on the balance 
sheets, because as real balance sheets they should be de- 
void of any artificiality. 
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The text shows the effect of the law with respect to 
accounting practice, particularly in connection with the 
material on partnerships and corporations and cites 
many legal cases and excerpts from statutory laws. 

Typical of the care with which the text has been 
prepared is the author’s painstaking attention to ac- 
counting terminology. Because of this and the interest- 
ing presentation of the material one cannot close the 
book without feeling that here is a piece of work well 
done. 

C. B. NickERSoN 

Harvard Graduate School of 

Business Administration 


Business Under the Recovery Act. Lawrence Valenstein 
and E. B. Weiss. (New York: McGraw-Hill Book 
Company, Inc., 1983, pp. xi, 314, $2.50.) 


The National Industry Recovery Act was signed 
June 16, 1933. This book was written in July. Of the 
several books that were published early in the summer 
to clarify the provisions of that complex law, this book 
is worthy of more than transitory life. While it is more 
prophetic than analytical, since it was written before 
much of the machinery had been set in motion to exe- 
cute the law, the prophecies are nevertheless well 
considered. From a summary of the failures of rugged 
individualism, the authors develop a philosophy of 
business socialism. “Although business has been accused 
of lack of planning,”’ conclude the authors, “‘it is still 
a fact that successful organizations must do a certain 
amount of planning.” These organizations are none 
other than the trade associations which had heretofore 
“led a rather hopeless existence.” The authors review 
briefly, but with keen perception, the aims and aspira- 
tions, the rebuffs and discouragements of trade groups 
“until they were galvanized into action” by the passage 


of the National Industrial Recovery Act. While the law 
provides particularly for the relief of unemployment 
and the improvement of conditions among workers in 
industry, this book appropriately disregards that phase 
of the legislation. It is devoted to the marketing aspects 
of business. The sharp competition for business, which 
the anti-trust laws have been designed to foster, and 
which excessive production has impelled entrepreneurs 
to engage in, has given rise to numerous competitive 
practices that are not only unfair but destructive to 
business profits. Forty of these unfair practices are 
catalogued, described and deprecated. Through the 
cooperative action of trade groups, aided by the Na- 
tional Recovery Administration and encouraged by the 
modification of the anti-trust laws, the authors predict 
an enlightened future for the art of merchandising, 
selling and advertising, both in the wholesale markets 
and in the retail markets. Inasmuch as industrial plan- 
ning by trade associations tends toward the carteliza- 
tion of American industry, a chapter is included on the 
cartels of Germany. The last seventy-three pages of the 
book are given over to appendices, quoting the Presi- 
dent’s message, the statute itself, bulletins, statements 
and executive orders,as well as two of the earliest codes 
and the suggested constitution and by-laws for a trade 
association. 

“Business Under the Recovery Act” might well be 
entitled “Needed Reforms in Competitive Business 
Practices,” without reference to the Recovery Act, and 
the work would be a worth while contribution to the 
literature of business. The book is written in a fluent, 
easy style. It is interesting, and will not be entirely 
futile even though the ultimate administration of the 
Recovery Act should veer away from the sort of self- 
government in business that the authors depict. 


C. L. Jamison 
University of Michigan 
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UNIVERSITY NOTES 


Untversity or CHIcAGo 
The School of Business is sponsoring a series of 
radio talks over station KYW, Chicago. Mr. W. 
J. Graham will give one of the series on “Defini- 
tions of Cost for Price Clauses of Codes Sub- 
mitted under N R A.” 


Untversity or ILLINoIs 


Mr. A. C. Littleton recently published ‘“‘Ac- 
counting Evolution to 1900” through the Ameri- 
can Institute Publishing Co. Mr. Morey pre- 
sented a paper on Municipal and Governmental 
Accounting at the annual meeting of the Ameri- 
can Institute in New Orleans. He has also been 
named chairman of the Institute’s committee on 
governmental accounting. 

Mr. H. T. Scovill has been re-elected to the 
board of directors of the Illinois Society of 
C.P.A.’s and chairman of the Society’s committee 
on the Natural Business year. 

Next semester a survey course in accounting 
will be offered for students of law, engineering, 
and arts. 

The Accountancy Club is still the most active 
club on the campus. Its membership is over 200 
and it holds meetings each week at which ac- 
counting topics are discussed. Outside speakers 
this fall have been past presidents of the Illinois 
Society of C.P.A.’s. 


University oF Kansas 


Professor Leslie Tupy is on leave of absence for 
the academic year. He will assist the state securi- 
ties commissioner at Topeka. 

Mr. William Shannon, M.S. Michigan, has 
taken over the advanced courses in accounting 
in Mr. Tupy’s absence. Mr. Verne Wadhams, 
C. P. A., a graduate of this school in 1980 is in 
charge of the elementary courses. 

Mr. Tupy was graduated from the school of law 
at Kansas this June and has been admitted to the 
bar. Mr. Shannon passed the May examinations 
and was awarded his C.P.A. certificate. 


LrnicH UNIVERSITY 
Dr. D. Borth, instructor in finance, has re- 
turned to the University of Illinois where he is 
enrolled in the Law School. Dr. R. W. Mayer, 
formerly of Illinois, has succeeded Mr. Borth in 
this department. 


oF MIcHIGAN 


Mr. Paton presented a paper on the subject, 
“Shortcomings of Present-Day Forms of Finan- 


cial Statements,” at the annual convention of the 
American Institute of Accountants in New Or- 
leans this October. 

Mr. H. F. Taggart, in charge of the courses in 
cost accounting, has been called to Washington 
to confer with N R A officials with respect to 
problems of cost accounting. 


UNIVERSITY OF MINNESOTA 


Mr. H. J. Ostlund, assistant professor of ac- 
counting, is on leave of absence for the fall quar- 
ter. He is acting as economic adviser to the 
deputy in the N R A in charge of the wholesale 
drug code. 

Mr. Ralph Cassady, assistant professor of 
marketing, is serving as economic adviser to the 
N RA deputy in charge of the retail codes. 

Mr. Filipetti, professor of business manage- 
ment, is supervising a study of the effects of the 
N RA in this region. 


Untversity or Missouri 


Mr. Carl R. Bopp returned this fall after a year 
spent in Germany as a Social Science Research 
Council Fellow. Mr. Elmer Wood will take a leave 
of absence the second semester to continue his 
graduate work at Harvard. 

The University of Missouri Press recently pub- 
lished a study by Professor Hartkemeier entitled 
“The Supply Function for Agricultural. Com- 
modities,” in which the effect of price and weather 
on the production of corn and potatoes is ana- 
lyzed. 

A series of six lectures is being sponsored by 
Alpha Pi Zeta, honorary social science fraternity, 
on the purposes and operation of the N R A. 


Unrversity or Montana 

Mrs. Elizabeth Asendorf, instructor in eco- 
nomics, has resigned her position and is now the 
wife of Mr. Matheus Kast, associate professor of 
economics. Dr. Tauscher has been appointed to 
the position left vacant by Mrs. Kast. 
Professor Sanford recently assisted at an ex- 
amination of five candidates for membership in 
the American Institute of Accountants. These 
accountants had been certified in Montana by 
waiver. 
The Reconstruction Finance Corporation has 
extended a loan to the University for the con- 
struction of a Students’ Union. 
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Untversity or Norta Dakota 


Mr. Elmer C. Koch has been appointed profes- 
sor of accounting in the place of Mr. C. G. Blough 
whose resignation was announced in the Septem- 
ber issue. Mr. Arthur Lawrence has been added to 
the staff with the rank of assistant. 


UNIVERSITY OF OREGON 


Associate Professor Robinson has returned to 
the Corvallis campus after a year’s sabbatical 
leave. The schools of commerce of the University 
at Eugene and of the State College at Corvallis 
have been consolidated at Eugene but lower divi- 
sion and secretarial work are still given at Cor- 
vallis. 

Mr. Raymond Brashear, instructor in account- 
ing, has resigned to accept a position with the 
state tax commission. 

Professor Kelly is managing the Minor Build- 
ing, which was given to the School as endowment 
for the work in Real Estate and Insurance. 

Mr. Burrell published an article in the October 
issue of the Harvard Business Review on “‘Essen- 
tials in Banking Reconstruction.” 


PENNSYLVANIA STATE COLLEGE 


Mr. H. H. Williams is on a year’s leave of ab- 
sence doing accounting and management work 
for a corporation. His place is being filled by Mr. 
J. L. Cohan. 

Mr. Rowland and Mr. Williams are using a 
preliminary edition of their own accounting text 
in the elementary course. Mr. Rowland is co- 
operating with the educational committee of the 


This year’s annual meeting of the American 
Association of University Instructors in Account- 
ing, which is to be held on December 28-29, at 
the Benjamin Franklin Hotel, Philadelphia, is 
likely to be well attended. The program is repro- 
duced on the following pages. 

Railroad fares during this Christmas vacation 


ANNUAL MEETING oF THE A.A.U.LA. 


Pennsylvania Institute of C.P.A.’s in the develop- 
ment of an educational program for that organiza- 
tion. 


Pennsylvania has recently revised its laws 
for corporations, banks, and building and loan 
associations to require audits. 


University oF TEXAs 


Mr. Paul W. Newman, instructor in business 
statistics, is on leave of absence pursuing gradu- 
ate work at Columbia University. Mr. Herschel 
C. Walling has been appointed instructor in 
business statistics. 

Mr. C. Aubrey Smith, associate professor of ac- 
counting has been awarded a doctor’s degree at 
Columbia. His thesis was on “Internal Audit 
Control.” 


University or UTAH 


Professor Mark Greene is on leave of absence 
for the fall quarter by special request of the Gov- 
ernor to administer the N R A in the state of 
Utah. Mr. E. E. Lorentzen, who has been on 
leave of absence for the past four years as a 
student at Northwestern University and as re- 
search economist for the B. F. Goodrich Co., has 
returned to take up the work in marketing in Mr. 
Greene’s absence. 

Professor S. D. Rasmussen has recently been 
elected to the American Institute. He is a member 
of the firm of Allen and Rasmussen, Certified 
Public Accountants. 

Mr. James Miller has been appointed assistant 
in accounting for the year. 


period will be cheaper than ever before. For 
example, a round-trip ticket from Chicago, in- 
cluding lower berth, will be $45.13. The basis for 
this rate is a one and one-ninth one-way rail fare 
and a one and one-half Pullman fare. Tickets are 
good from December 14 to January 15. 


American Association of University 
Instructors in Accounting 


Program of the Eighteenth Annual Convention 
Benjamin Franklin Hotel, Philadelphia, Pa. 


Thursday, December 28, 1933 
Morning Session—9:30 a.m. 
General Topic: School and Governmental Accounting 

Chairman: Lioyp Morey, University of Illinois 


The Accounting Instructor and Local Government Accounting 
Hiram T. Scovill, University of Illinois 


The Public Accountant and Local Government Accounting 
William H. Welcker, C.P.A., Philadelphia 


Governmental Accounting and Accountancy Examinations 
Fayette H. Elwell, University of Wisconsin 


Unit Costs in Institutions of Higher Education 

T. L. Hungate, Auditor, Teachers College, Columbia University 
Discussion by H. I. MacLean, Comptroller, University of 

Pennsylvania 


Thursday, December 28, 1933 
Afternoon Session—1:30 p.m. 


General Topic: Costs and Values 
Chairman: G. A. MacFaruanp, University of Pennsylvania 
Cost Accounting Under the “New Deal” 
Charles Reitell, University of Pittsburgh 
Discussion by W. Mason Smith, Northwestern University 


Aspects of Standard Costs 
Eric A. Camman, Peat, Marwick, Mitchell and Company 
Discussion by W. P. Fiske, Massachusetts Institute of Technology 


Aspects of Asset Valuations 
William A. Paton, University of Michigan 
Discussion by David Himmelblau, Northwestern University 
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Thursday, December 28, 1933 
Annual Dinner—7:00 p.m. 


Address: Accounting Evolution: Third Stage 
A. C, Littleton, University of Illinois 


Report of the President 


Report of the Secretary-Treasurer 


Business Meeting 


Friday, December 29, 1933 
Morning Session—9:30 a.m. 
(Joint Meeting with Teachers of Marketing and Advertising) 


General Topic: Problems of Distribution 
Chairman: E. D. McGarry, University of. Buffalo 
The Manufacturer Looks At His Cost of Distribution 


Paul W. Atwood, Secretary, Research Council, Association 
of National Advertisers, Inc. 


Discussion by Howard C. Greer, University of Chicago 


Some Current Problems in Administering the Retail Method of Inventory 
C. M. Schmalz, Harvard University, Bureau of Business Research 
Discussion by Harvey G. Meyer, University of Tennessee 


Problems of Determining Total Costs of Distribution 
Wilford L. White, University of Texas 
Discussion by Edward J. Filbey, University of Illinois 


Friday, December 29, 1933 
Afternoon Session—1:30 p.m. 


General Topic: Problems of Accounting Research 


The Sources of Capital Surplus 
R. P. Marple, Alabama Polytechnic Institute 
Discussion by Roy B. Kester, Columbia University 


French Enterprise Under Inflation: A Balance Sheet Analysis 
Max J. Wasserman, University of Illinois 
Discussion by Jacob B. Taylor, Ohio State University 


Asset Valuation in Dividend Decisions 
L. L. Briggs, University of Vermont 
Discussion by James L. Dohr, Columbia University 


Election of Officers 
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Membership List-November 15, 1933 


Adams, James P., 299 Doyle Ave., Providence, 
R.I 


Allen, Carl E., 580 10th Ave., Bethlehem, Pa. 

Alm, I. W., 205 School of Bus. Adm., Univ. of 
Minnesota, Minneapolis, Minn. 

Ambler, Arthur W., c/o Lybrand Ross Bros. & 
Montgomery, New York, N.Y. 

Amos, J. Ellwood, Johnstown Center, Univ. of 
Pittsburgh, Johnstown, Pa, 

Andersen, Arthur, 1 LaSalle St. Bldg., Chicago, 
Ill. 

Anderson, J. A., Morgan Park Jr. College, Mor- 
gan Park, IIl 

Arns, Charles M., Univ. of Dayton, Dayton, 
Ohio 

Ashley, C. A., Univ. of Toronto, Toronto, Canada 

Atkinson, Sterling K., Temple University, Phila- 
delphia, Pa. 

Auzenne, Gustave, Jr., Howard University, 
Washington, D.C. 

Ayars, Robert D., 1 State Hall, Univ. of Pitts- 
burgh, Pittsburgh, Pa. 


Bacas, Paul E., 12 Young Ave., Pelham, N.Y. 

Bachmann, John J., Dept. of Agric., Packers & 
Stockyards Adm., Washington, D.C, 

Bagliano, Cesare, Via Bergamo 38, Alessandria, 
Italy 

Baily, H. H., 118 Commerce Bldg., Univ. of 
Illinois, Urbana, 

Baker, Benj. G., Quaker Rd., Orchard Park, 

N.Y. 


Ball, Lee C., 1670 Columbia St., Eugene, Ore. 

Ball, William H. -» 1960 First Nat'l Bank Bldg., 
Detroit, Mich. 

Barb, Thos. V., 611 Hospital Trust Bldg., Prov- 
idence, R.I. 

Barlow, Albert J., Box 1072, University, Va. 

Barnes, D. L., Address unknown. 

Barr, Andrew, Jr., 2741 Yale Station, New 
Haven, Conn. 

Bartizal, John R., 75 E. Wacker Dr., Chicago, 
Ill 


Bauer, R. D. M., Univ. of Missouri, Columbia, 
Mo. 

Baumann, Harry P., 208 S. LaSalle St., Chicago, 
Ill 


Beatty, Willard C., Dept. of Economics, Brown 
University, Providence, R.I. 

Beaty, Earl, Berrian Springs, Mich. 

Beckert, Ralph F., 69 Morris Ave., Athens, Ohio 

Begley, John P., Creighton University, Omaha, 
Neb. 


Beights, D. M., Marshall College, Huntington, 
W.Va. 

Bell, Herman F., 90 Broad St., New York, N.Y. 

Bell, William H., 15 Broad St., New York, N.Y. 

Bennett, George: E., College of Bus. Adm., Syra- 
cuse University, Syracuse, N.Y. 

Bentley, Harry C., 921 Boylston St., Boston, 
Mass. 

Bentley, Mathew M., St. George, Utah 

Berenson, Joseph S., 47 W. 34th St., New York, 
N.Y. 


Berg, John, 1427 Chapin St. N.W., Washington, 
De: 

— Ralph T., 320 W. 88rd St., New York, 
N.Y. 


Bickett, W. P., 15 Broad St., New York, N.Y. 

Birkett, Lloyde W., 1802 Title Guaranty Bldg., 
Milwaukee, Wis. 

Blackman, C. Clifford, 5022 Maplewood Ave., 
Detroit, Mich. 

Block, J. L., 1211 Wrightwood Ave., Houston, 
Tex. 

Blough, Carman G., Armour Institute, 3300 Fed- 
eral St., Chicago, Ill. 

Boekle, O. I., 484 E. Grand Blvd., Detroit, Mich. 

Bolon, D. S., 1787 Bluff Ave., Columbus, Ohio 

Boyd, Ralph L., 402 W. Oregon, Urbana, Ill. 

Bradford, Harry C., 1420 Bank St., Kalamazoo, 
Mich. 

Brett, George M., College of the City of New 
York, 189 St. and Convent Ave., New York, 
N.Y. 

Briggs, L. L., Dept. of Econ., Univ. of Vermont, 
Burlington, Vt. 

Briggs, Robert P., 2023 Day St., Ann Arbor, 
Mich, 

Brown, Philip M., 122 S. Main St., Middletown, 
Vt. 


Brown, Thomas J., 75 Federal St., Boston, Mass. 

Browne, Donald, Room 1564, 230 Park Ave., New 
York, N.Y. 

Brundage, Percival F., 75 Federal St., Boston, 
Mass. 

Bryngelsson, L. G., 17 Lexington Ave., New 
York, N.Y. 

Buchan, L. J., Gibson Hall, Tulane University, 
New Orleans, La. 

Burgee, Clyde E., 117 Brown St., Lewisburg, Pa. 

Burke, Henry G., 1001 Court Square Bldg., 
Baltimore, Md. 

Burney, William J., 206 A. University Hall, Iowa 
City, Iowa 

Burton, Norman L., School of Bus. Adm., Univ. 
of Buffalo, Buffalo, N.Y. 

*Butler, Joe B., 1107 Rolla St., (P.O. Box 547), 
Rolla, Mo. 

Byland, John R., 7689 Cornell Ave., Chicago, IIl. 

Byrnes, Thomas W., 19 Rector St., New York, 
NY. 


Campbell, James A. Knox College, Galesburg, Ill. 

Campbell, Lyle E., Emory University, Georgia 

Canning, John B., Box 76, Stanford University, 
Calif. 


Carlson, Paul A., 1104 Main St., Whitewater, 
Wis. 


Carmichael, Geoffrey, 214 N. Grant St., Bloom- 
ington, Ind. 

Carroll, Monroe S., Baylor University, Waco, 
Tex. 

Carter, Arthur H., 15 Broad St., New York, 
N.Y. 


Castenholz, W. B., c/o LaSalle Extension Uni- 
versity, 4101 S. Michigan Ave., eg Ill. 
Catherwood, M. T., Cornell University, Ithaca, 

N.Y. 


Chamberlain, Henry P., 28 N. Franklin Ave., 
Chicago, Ill. 

Chapman, H. H., University, Ala. 

Cipriani, Alfred B., 56 Pine St., New York, N.Y. 


* New recent members whose dues apply as of 
January 1, 1934. 
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Clark, Herald R., Brigham Young University, 
Provo, Utah 

Clarke, William Thomas, 847 Bradley PIl., Chi- 
cago, Ill. 

Coan, Wm., 204 E. Washington, Lexington, Va. 

Cole, D. F., 309 Federal Trust Bldg., Lincoln, 
Neb. 

Cole, William Morse, 223 Morgan Hall, Soldiers 
Field, Boston, Mass. 

Coleman, Raymond W., Dept. of Com. Eng., 
Carnegie Inst. of Tech., Pittsburgh, Pa. 

Collins, Clem W., School of Com., 2011 Glen- 
arm Pl., Denver, Colo. 

Collins, Clinton, Jr., 915 Fourth Nat’l Bank 
Bldg., Cincinnati, Ohio 

Connell, Jessie F., Montana State College, Boze- 
man, Mont. 

Connolly, Robert E., 26 Liberty St., Room 1206, 
New York, N.Y 

Copeland, C. M., 40 Morris Ave., Athens, Ohio 

Councilor, Theron Gates, 2531 Brownsville Rd., 
Mt. Oliver Branch, Pittsburgh, 10, Pa. 

Cowin, R. B., 1124 N. New St., Bethlehem, Pa. 

Cox, William E., 210 Commerce Hall, Univ. 
of Washington, Seattle, Wash. 

Crabb, D. W., 112 E. San Rafael, Colorado 
Springs, Colo. 

Crabbe, Ernest H., 1-3 W. Third St., Cincin- 
nati, Ohio 

Crandell, Wm. T., Univ. of Michigan, School of 
Bus. Adm., Ane Arbor, Mich. 4 

Cranford, Wilbur L., 615 Pacific Mutual Bldg., 
Los Angeles, Calif. 

Cremer, George S., 176 Remsen St., Brooklyn, 
N.Y 


Crosier, A. B., Box 402, University, Miss. 

Culey, Roy T., 855 N. Vermont, Los Angeles, 
Calif. 

Cummings, John J., 112 Marine Ave., Brooklyn, 
N.Y 


Curtis, Arthur B., 19 N. Washington, Ypsilanti, 
Mich. 
Cusack, L. A., 2869 California St., Omaha, Neb. 


Daines, Harvey C., Box 261, Univ. of Chicago, 
Hyde Park Sta., Chicago, Ill. 
Dalles, Geo. M., 271 Madison Ave., New York, 


alee, H. Leo, 1909 Ohio Bank Bldg., Toledo, 
Ohio 

Daring, Miss Z. LaVerne, 311 S. Gilbert, Ada, 
Ohio 

Dassel, Virgil H., 600 E. Northern, Springfield, 
Ohio 

Davidson, Robert, 826 Dime Bank Bldg., De- 
troit, Mich. 

Davies, Ernest Coulter, Wieboldt Hall, McKin- 
lock Campus, Chicago, III. 

Davis, Crawley, 67 Broad St., New York, N.Y. 

— Joseph L., 3674 Lindell Blvd., St. Louis, 


Rn Pearce C., 572 Pittock Block, Portland, 
re. 
DeLong, C. C., Cullom, Ill. 
Dickerson, W. E., Extension Dept., Ohio State 
University, Columbus, Ohio 
Diebels, Louis T., 369 Pine St., San Francisco, 
Calif. 
Dieterle, D. Lyle, 612 Third Ave., Sterling, Ill. 
ow Edwin T., 15 Broad St., New York, 


Dodder, Bernard T., 116 Monroe Ave., Hyatts- 
ville, Md. 

Dohr, James L., Room 514, School of Bus., 
Columbia University, New York, N.Y. 

Donohue, John J., 598 Madison Ave., New York, 


N.Y. 

Doré, Victor, Box 476, H.O., West Montreal, 
Canada 

Douglas, William W., School of Com., New 
York University, New York, N.Y. 

Doyle, Arthur H., 53 State St., Boston, Mass. 

= Dean, 4102 N. Kenmore Ave., Chicago, 
Ill. 

Drucker, A. P. R., Colorado College, Colorado 
Springs, Colo. 


Eaton, Rosswell H., Bottineau, N.D. 

Eceta, Isaac S., 351 Colon St., P.O. Box 189, 
Cebu, Cebu, Philippines 

Elsasser, Robert W., Gibson Hall, Tulane Uni- 
versity, New Orleans, La. 

Elwell, Fayette H., Sterling Hall, Univ. of Wis- 
consin, Madison, Wis. 

English, Donald, Goldwin Smith Hall, Cornell 
University, Ithaca, N.Y. 

Eulenberg, Alexander, 2828 Pine Grove Ave., 
Chicago, Ill 

Evans, Thomas H., 2035-36 Dime Bank Bldg., 
Detroit, Mich. 

Everett, Percy R., c/o Haskins & Sells, 22 E. 
40th St., New York, N.Y. 

Eversole, Harold B., College of Com., Univ. of 
Iowa, Iowa City, Towa. 


Fabella, Adolpho, 207 Regina Bldg., Escolta, 
Manila, P.I. 

Fabella, Vicente, 207 Roxas Bldg., Manila, P.I. 

Fenzel, W. H., 19 Park Pl., Athens, Ohio 

Feurst, Grover C., 8 East 4th St., Mt. Vernon, 
N.Y. 


Feyerharm, Robert W., St. Luke’s Home, 
Phoenix, Ariz. 

Filbey, Edward J., 216 Commerce Bldg., Univ. 
of Illinois, Urbana, Ill. 

— H. A., 960-208 S. LaSalle St., Chicago, 
I 


Fireoved, Elgie L., 308 Third Ave. S.E., LeMars, 
Iowa 
Fischer, Oscar E., 6100 Avendes St., St. Louis, 


Mo. 

Fisher, Charles, Box 33, Selinsgrove, Pa. 

Fiske, Wyman Parkhurst, Mass. Inst. of Tech., 
Dept. of Econ., Cambridge, Mass. 

Fitzgerald, Arthur S., Equity Chambers, Wind- 
sor, Ontario, Canada 

Fitzpatrick, Paul J., 4119 13th Pl. N.E., Brook- 
land, Washington, D.C. 

Fjeld, E. I., 17 Lexington Ave., New York, 
N.Y. 


Fleck, Laurence H., Southern Methodist Uni- 
versity, Dallas, Tex. 

Flocken, Ira G., 1226 Lancaster Ave., Pittsburgh, 


a. 
Foerster, John, 9 Brompton Rd., Garden City, 


N.Y. 

oe M. Joseph, St. Marys College, St. Marys, 

alif. 

Forbes, John F., 210 Crocker Bldg., San Fran- 
cisco, Calif. 

Foster, Leo T., 7 Realton Rd., West Roxbury, 
Boston, Mass. 
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Foster, Louis O., Dept. of Econ., Western Re- 
serve University, Cleveland, Ohio 

Frickey, R. N., 1039 W. Second Ave., Columbus, 
Ohio 

Frisbee, Ira N., 314 Bank of America Bldg., 
Beverly Hills, Calif. 

Fryxell, Carl A., 4530 12th Ave., Rock Island, 
ill. 

Fuller, George Milton, Iowa State College, Ames, 
Iowa 

Fullerton, G. G., School of Bus. Adm., Univ. of 
Colorado, Boulder, Colo. 


— Ramon, 207 Roxas Bldg., Manila, 
P.I 


Gasparitsch, Edward, 1789 Undercliff Ave., 
Bronx, New York, N.Y. 

Gates, Harold T., 270 Seaman Ave., New York, 
N.Y 


Gause, Edmund C., 22 E. 40th St., c/o Haskins 
& Sells, New York, N.Y. 

Gee, Edward Artley, Michigan State College, E 
Lansing, Mich. 

Geier, George J., 188 May St., Hawthorne, N.J. 

Geiger, Gilbert D., 808 Lehman Bldg., Peoria, Ill. 

Geis, Norwood Charles, 2878 Romana PIl., Cin- 
cinnati, Ohio 

Gerlack, John J., 62 W. Lane Ave., Columbus, 
Ohio 

Gibbs, Wayne F., Box 412, Williamsburg, Va. 

Gibson, J. C., Sterling Hall, Univ. of Wisconsin, 
Madison, Wis. 

Gilby, J. H., 105 W. Adams St., Chicago, IIl. 

Gillespie, Cecil M., 1738 Chicago Ave., Evanston, 
Ill. 

Gilman, Stephen, 3411 S. Michigan Ave., Chicago, 
Til. 


Glass, Frank Paisley, 221 Morgan Hall, Soldiers 
Field, Boston, Mass. 

Glaysher, S. Gordon, 374 Argyle Ave., Elmhurst, 
Til. 

Glos, R. E., 118 W. Walnut St., Oxford, Ohio 

Glover, Lee, Address unknown. 

Gluick, L., 1849 Lexington Ave., New York, N.Y. 

Goedeke, W. J., Apt. 1B, 10 Park Terrace E., 
New York, N.Y. 

oe Erwin E., 206 E. Park Dr., Raleigh, 

N.C, 


Goggin, Walter J., 525 Boylston, Boston, Mass. 

Goldman, David, 1052 55th, Brooklyn, N.Y. 

Good, Anthony E., 7203 Dartmouth Ave., St. 
Louis, Mo. 
Gordon, Robert W., c/o Charles R. Hadley & 
Co., 380 N. Los Angeles, Los Angeles, Calif. 
Graff, Fritz William, 167 Public Square, Cleve- 
land, Ohio 

Graham, Berl G., 2876 McKinley Ave., West- 
wood, Cincinnati, Ohio 

Graham, Willard J., 5458 Woodlawn Ave., Chi- 
cago, Ill. 

Gray, Howard W., Room 8, Johnson Bldg., 
Gainesville, Fla. 

Gray, Wm. R., Hanover, N.H. 

Green, P. M., 117 Commerce Bldg., Univ. of 
Illinois, Urbana, 

om Wilmer L., 32 6th St., Stewart Manor, 
N 


Greene, Howard F., 1836 S. 5th Ave., Maywood, 


Greer, Howard C., Inst. of Am. Meat Packers, 
39 E. Van Buren St., Chicago, Ill. 


Grunwald, Fred W., 3815 W. Linden PIl., Mil- 
waukee, Wis. 


Hackett, Robt. P., 120 Commerce Bldg., Univ. 
of Illinois, Urbana, III. 

Hahn, F. F., 615 Pacific Mutual Bldg., Los 
Angeles, Calif. 

Haines, Russell D., 294 East 148th Pl., Harvey, 
Ill. 

Ham, Chester R., 900 Campus Ave., Pullman, 
Wash. 

Hanson, Arthur W., 219 Morgan Hall, Soldiers 
Field, Boston, Mass. 

Hanson, Jarl W., 409 Lonsdale Bldg., Duluth, 
Minn. 

Hardman, James E., 2711 Robinwood, Toledo, 
Ohio 

a oe J. W. C., Franklin College, Franklin, 


Ind 

Harris, Gould L., New York University, Wash- 
ington ~ E., New York, N.Y. 

Harrison, Heber G., 855 N. Vermont Ave., Los 
Angeles, Calif. 

Harvey, Gilman C., 3 Commonwealth Ave., 
Gloucester, Mass. 

Hatfield, Henry R., Univ. of California, South 
Hall, Berkeley, Calif. 

Haun, Robert D., Univ. of Kentucky, Lexing- 
ton, Ky. 

Hauslein, John D., Univ. of New Hampshire, 
Durham, N.H. 

Hayden, James M., 378 Holly Ave., Elmhurst, 
Il. 

Heath, Harvey A., State Teachers College, In- 
diana, Pa. 

Heckert, J. Brooks, 1730 Arlington Ave., Colum- 
bus, Ohio 

Heckman, H. M., Univ. of Georgia, Athens, Ga. 

Heffelfinger, Clarence E., Washington & Jeffer- 
son College, Pa. 

Heilman, E. A., School of Bus. Adm., Univ. of 
Minnesota, Minneapolis, Minn. 

Helms, W. M., Faculty Exchange, Univ. of Chi- 
cago, Chicago, IIl. 

— Enos L., 2431 N. Tripp Ave., Chicago, 

ss John M., Coe College, Cedar Rapids, 
owa 

Hensel, Philip Howard, Univ. of Western On- 
tario, London, Ontario, Canada 

Hernandez, Jose V., 2257 O’Donnell, Manila, P.I. 

Herskowitz, Herrmann, 225 Broadway, New 
York, N.Y. 

Higginbotham, Frank, Box 446, Univ. Station, 
Grand Forks, N.D. 

Hill, Raymond P., 5308 Elsrode Ave., Baltimore, 
Md 


Himmelblau, David, 339 E. Chicago Ave., Chi- 
cago, Ill. 

Hindle, Raymond B., 3516 190th St., Flushing, 

Hobbs, Walden P., 59 Blake St., Springfield, 

ass. 

Holmes, Arthur W., 218 Ehrman Ave., Cincin- 
nati, Ohio 

Holmes, M. L., c/o Cooperative G L F Exchange, 
Inc., Ithaca, N.Y. 

_ Frederick G., Forest Ave., Pearl River, 

Hornberger, D. J., Ohio Wesleyan University, 
Box 324, Delaware, Ohio 
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*Horne, Gilbert, Assumption College, Sandwich, 
Ontario, Canada 
Hosmer, W. A., Morgan Hall, Soldiers Field, 
Boston, Mass. 
Howard, Edwin H., Box 796, Lexington, Va. 
Howard, Stanley E., 7 College Rd., Princeton, 
N.J. 
Hoyt, H. V., Univ. of Oregon, Eugene, Ore. 
Huene, Arthur H., 51 Chambers St., New York, 
N.Y. 
Hull, Geo. L., 143 N. Sandusky St., Delaware, 
Ohio 
Hunt, H. L., 3946 Ashland Ave., St. Louis, Mo. 
Husband, George R., 2485 Ford Court, Detroit, 
Mich. 


Jablonski, Stanley F., 806 Erie Trust Bldg., 
Erie, Pa. 

Jackson, J. Hugh, Box 2428, Stanford Uni- 
versity, Calif. 

Jenkel, Julian A., 112 Forest Dr., Catonsville, 
Md 


Johns, Ralph S., 58 Halsted St. East Orange, 
NJ 


Johnson, Arnold W., 313 Kingwood St., Mor- 
gantown, W.Va. 

Johnson, Arthur W., Box 464, Durham, N.H. 

Johnson, Philip W., 19 Congress St., Boston, 
Mass. 

Johnston, Jas. A., Box 125, Univ. of Utah, Salt 
Lake City, Utah 

Johnston, William W., 21 Rockland St., Spring- 
field, Mass. 

Jones, Arnold Roosevelt, Budget Dept., State 
House, Topeka, Kan. 

Jones, J. George, Jr., Eureka, Utah 

Jones, J. Weldon, Auditor of the Philippine 
Islands, Manila, P.TI. 

Jones, Ralph C., 302 Sheffield Hall, New Haven, 
Conn. 

Josephson, Harry J., 5324 Winthrop Ave., Chi- 
cago, Ill. 

Juchhoff, Frederick, Address unknown. 

Judd, Harry E., 1124 Omaha Nat’! Bank Bldg., 
Omaha, Neb. 


Karrenbrock, W. E., 308 W. Iowa, Urbana, II. 

Keebler, Philip F., 38 Claremont Ave., Jersey 
City, N.J. 

Keiser, James R., Wharton School, Univ. of 
Pennsylvania, Philadelphia, Pa. 

Keister, Donald C., First Nat’] Bank Bldg. 
Scottdale, Pa. 

Keller, Gus V., 4266 Juniata St., St. Louis, Mo. 

Kelly, Edward John, Univ. of Santa Clara, Santa 
Clara, Calif. 

Kendrick, Hazen Wallace, Univ. of Colorado, 
Boulder, Colo. 

Kennedy, John T., Benj. Franklin University, 
Transportation Bldg., Washington, D.C. 

Kester, Roy B., Columbia University, New York, 
N.Y 


Kinman, J. I., 110 S. Howard St., Spokane, 
Wash. 

Klausner, Gustave, 5601 Washington Court, St. 
Louis, Mo. 

Knight, C. H., Box 1501, University, Ala. 

Koebbe, C. H., 905 Grand Rapids Trust Bldg., 
Grand Rapids, Mich. 


*New recent members whose dues apply as of 
January 1, 1934, 


Kohler, E. L., 1 N. LaSalle St., Chicago, Ill. 

Koos, Theodore L., Farmers Bank Bldg., Pitts- 
burgh, Pa. 

Kracke, Edward A., 15 Broad St., New York, 
N.Y. 

Krebs, William S., Washington University, St. 
Louis, Mo. 

Krieb, William Milton, 1024 N. Bentalou St., 
Baltimore, Md. 

Kunze, H. L., 623 W. State St., Milwaukee, Wis. 

Kunze, Olive A. F., 6450 Kenwood Ave., Apt. 
205, Chicago, Ill. 


Laing, L. L., 909 Sybil St., Ann Arbor, Mich. 

Lamberton, Robert A., P.O. Box 297, New 
Brunswick, N.J. 

Lang, John J., 801 LaSalle Bldg., St. Louis, Mo. 

Lang, Theodore, 20 Charles St., New York, N.Y. 

Lange, Herbert C., Fidelity Bldg. Assoc., Day- 
ton, Ohio 

Larimore, T. R., Union College, Lincoln, Neb. 

Laureys, Dr. Henry, 5385 Viger Ave., Montreal, 
P.Q., Canada 

Lawrence, W. B., 204 N. Charlotte St., Lom- 
bard, Ill. 

Lay, Chester F., College of Bus. Adm., Univ. of 
Texas, Austin, Tex. 

Leland, Thomas William, Texas A. & M. Col- 

_ lege, College Station, Tex. 

Lindsay, Wm., 5535 Kimbark Ave., Chicago, Ill. 

Littleton, A. C., 205 Commerce Bldg., Univ. of 
Illinois, Urbana, Ill. 

—— E. D., 2301-2811 Prairie Ave., Chicago, 


Lockwood, Jeremiah, Logan Hall, Univ. of 
Pennsylvania, Philadelphia, Pa. 
lam G. Arnold, 2628 N. 4th St., Columbus, 
io 
Lowrie, Josephine A., John Shillito Co., 7th 
Race, & Shillito Pl., Cincinnati, Ohio 
Luby, William J., 460 E. Ohio St., Chicago, Il. 
Lucas, Homer Atwood, 327 Burncoat St., Wor- 
cester, Mass. 
Ludlam, Chas. S., 4251 Meridian Ave., Miami 
Fla. 
ukas, Gaze E., 482 Commerce Bldg., Univ. 
Illinois, Urbana, Ill. 
a Reuel I., 882 30th Ave. S., Minneapolis, 
inn. 


McCully, George W., 718 W. Yoakum, Kings- 
ville, Tex. 

McKee, C. W., Westminster College, New Wil- 
mington, Pa. 

McKee, Mrs. Theodora, 307 E. 9th Ave., Still- 
water, Okla. 

McKinsey, James O., 1785 Board of Trade Bldg., 
Chicago, Il. 

McMahon, John W., 429 Commerce Bldg., Univ. 
of Illinois, Urbana, Ill. 

McMur 's Karl F., 1 South Pinckney St., Madi- 
son, Wis. 

McNaughton, Floyd, 130 Mayfield Ave. N.E., 
Grand Rapids, Mich. 

MacFarland, George A., Logan Hall, Univ. of 
Pennsylvania, Philadelphia, Pa. 

MacGregor, Claud A., 615 Peoples State Bank 
Bldg., Pontiac, Mich. 

Macnab, John B., 5505 Wayne Ave., Howard 
Park, Baltimore, Md. 

Madden, John Thomas, New York University, 
Washington Sq. E., New York, N.Y. 
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Negrete, Bernard F., 801 Lake Ave., Racine, 

is. 

Mahoney, John F., 11 Park Pl., New York, N.Y. 

= Raymond L., 525 Boylston St., Boston, 

ass. 

March, J. H., 167 Public Sq., Cleveland, Ohio. 

Marple, R. P., Apt. 9 A, 600 W. 118th St., New 
York, N.Y. 

Marsh, Sam A., Washington Univ., School of 
Commerce, St. Louis, Mo. 

Martin, O. R., Univ. of Nebraska, Lincoln, Neb. 

— J. Arthur, 100 Broadway, New York, 

Mason, Perry, 186 E. Limestone, Yellow Springs, 
Ohio 

Mautner, Oscar, 76 Beaver St., New York, N.Y. 

Mayors, William, 1484 Arcade Bldg., St. Louis, 

Mo. 

Mead, Stuart B., 128 Circular St., Saratoga 
Springs, N.Y. 

Mendelsohn, Justine, 1185 Main St., Baton 
Rouge, La. 

Mers, Wm. H., 321 Dixie Terminal Bldg., Cin- 
cinnati, Ohio 

Meyer, Harvey G., Box 4241, Univ. of Tennessee, 
Knoxville, Tenn. 

Middaugh, W. S., Storrs, Conn. 

Mikesell, R. M., Indiana Univ., Bloomington, 
Ind. 

Miller, Edward A., 17 Waverley Ave., Brook- 
lyn, N.Y. 

Miller, Hermann C., Commerce Bldg., Ohio State 
Univ., Columbus, Ohio 

Miller, Nina, 510 Business Bldg., Columbia Univ., 
New York, N.Y. 

Mitchell, Harry V., Box 1225, University, Ala. 

Mitchell, W. N., Box 121, Faculty Exchange, 
Univ. of Chicago, Chicago, Il. 

Moler, Arthur L., c/o Union Trust Co., Cleve- 
land, Ohio 

Montgomery, Robert H., 385 Madison Ave., New 
York, N.Y. 

Morey, Lloyd, 257 Administration Bldg., Univ. 
of Illinois, Urbana, IIl. 

Moriarity, W. D., 3551 University Ave., Los 
Angeles, Calif. 

Morris, C. E., 15 Broad St., New York, N.Y. 

Morrison, Paul L., 2115 Central Park Ave., 
Evanston, 

Mott, Albert R., 612 N. Jackson, Waukegan, 
Ill. 

Moyer, Joseph K., 3601 Connecticut Ave. N.W., 
Washington, D.C. 

Mulhern, Richard J., 312 E. 5th St., Brooklyn, 
N.Y. 

Myer, John N., The City College, 17 Lexington 
Ave., New York, N.Y. 

Myer, Joseph C., 96 Schermerhorn St., Brooklyn, 
N.Y. 


Myster, Howard, 120 Seward, Detroit, Mich. 


Neilson, J., Saskatoon, Saskatchewan, Canada 

Nelson, Andrew, Address unknown. 

Neuner, Dr. John J. W., 2 Atlas Pl., Mt. Ver- 
non, N.Y. 

Newlove, George Hillis, 309 Waggener Hall, 
Univ. of Texas, Austin, Tex. 

Newton, W. K., University of Oklahoma, Nor- 
man, Okla. 

Nickerson, Clarence B., Morgan Hall, Soldiers 
Field, Boston, Mass. 


Nielson, Oswald, School of Bus. Adm., Univ. of 
Minnesota, Minneapolis, Minn. 

Niswonger, C. Rollin, 315 College Hall, College 
Station, Pullman, Wash. 

Noble, Howard Scott, 405 Hilgard Ave., Los 
Angeles, Calif. 

Nunez, G. T., Box 2665, University Station, 
Gainesville, Fla. 


O'Connell, J. H., 1120 Bank of Commerce Bldg., 
St. Louis, Mo. 

Oehler, Christian, 15 Broad St., New York, N.Y. 

Olive, Geo. S., 328 Chamber of Commerce Bldg., 
Indianapolis, Ind. 

O'Loughlin, Harry Merrick, 1344 Free Press 
Bldg., Detroit, Mich. 

Olson, George E., $2 University Campus, Colum- 
bia, S.C. 

Olson, Harry E., 216 Willow St., Vermilion, 
S.D 


— Frank C., 2011 Glenarm Pl., Denver, 

Colo. 

Ormes, F. R., 9 Mills Pl., Crawfordsville, Ind. 

O'Reilly, Hugh S., 3721 84th St. Jackson 
Heights, N.Y. 

Ostlund, H. J., University of Minnesota, Min- 
neapolis, Minn. 


Pace, Homer S., 225 Broadway, New York, 
N.Y 


Palmer, Ernest O. 10 S. LaSalle St., Room 
1324, Chicago, Ill. 

Palmer, Leslie E., 15 Broad St., New York, 
N.Y. 


Panayotopoulo, Constantin, Notara, 68, Piraeus, 
Greece 

Parmelee, Rexford C., 205 Commerce Bldg., 
Univ. of Illinois, Urbana, II. 

Pasek, J. Edwin, 19 S. LaSalle St., Chicago, Ill. 

Paton, W. A., 16 Ridge Way, Ann Arbor, Mich. 

Payne, Robert E., Rm. 1730, 105 W. Adams St., 
Chicago, IIl. 

Peisch, Archie M., Dartmouth College, Hanover, 
N.H. 

Pennell, Eugene D., Western State Teachers’ 
College, Kalamazoo, Mich. 

Percy, Atlee Lane, 525 Boylston St., Boston, 
Mass. 

Peterson, P. E., 287 North 5 East, Logan, Utah. 

Pinchbeck, Raymond B., Univ. of Richmond, 
Richmond, Va. 

Pinkerton, P. W., c/o. Haskins & Sells, Farmers’ 
Bank Bldg., Pittsburgh, Pa. 

Porter, Charles H., Mass. Inst. of Technology, 
Cambridge, Mass. 

Porter, Charles W., 1680 Rhode Island Ave. 
N.W., Washington, D.C. 

Porterfield, A. R., 718 Federal Reserve Bank 
Bldg., Cleveland, Ohio 

Powell, Weldon, 234 Phelps Rd., Ridgewood, 


Powell, Whiton, 115 Irving Pl., Ithaca, N.Y. 

Price, Stanley R., 305 Peachway, South Bend, 
Ind. 

Prickett, A. L., Room 33, Commerce Hall, 
Bloomington, Ind. 

Prugh, Harry I., 128 S. Hazel, Ames, Iowa 


Randall, Harlan J., 600 Center St., Whitewater, 
Wis. 

Rasmusson, Seymour D., Univ. of Utah, Salt 
Lake City, Utah 
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Ray, Julian V., Exchange Bldg., Jacksonville, 
Fl 


a. 

Read, W. H., 1415 Highland Ave., Knoxville, 
Tenn. 

Reass, Nathan, 150 Nassau St., New York, N.Y. 

Reedy, Thomas J., 310 S. Michigan Ave., P.O. 
Box 4, Chicago, IIl. 

Rehn, Henry J., c/o Am. Far Eastern Match 
Co., 1 Kiukiang Rd., Shanghai, China 

Reighard, John J., Univ. of Minnesota, Minne- 
apolis, Minn. 

Reik, Raymond C., 22 E. 40th St., 17th floor, 
New York, N.Y. 

Reittell, Charles, Greater Pennsylvania Council, 
Harrisburg, Pa. 

Reuwer, F. Earl, 723 Brookwood Rd., Hunting 
Ridge, Baltimore, Md. 

Reyes, Prof. Nicanor, c/o Inst. of Accts., Bus. 
& Finance, P.O. Box 2524, Manila, P.I. 

Rice, Duncan, 1207 Bank of Kalamazoo Bldg., 
Kalamazoo, Mich. 

Rich, Wiley D., 1773 Sandefer St., Abilene, Tex. 

Richey, Miss Luella M., Florida State College 
for Women, Tallahassee, Fla. 

Rittenhouse, C. F., First Nat'l Bank Bldg., 1 
Federal St., Boston, Mass. 

Robbins, Carl Burton, 1625 Lasuen, Stanford 
University, Calif. 

—— Harry W., 121 Brite Ave., Scarsdale, 


Robertson, W. A., c/o Fisher Body St. Louis 
Co., St. Louis, Mo. 

Rock, Harold S., 1125 Plymouth Bldg., Minne- 
apolis, Minn. 

Rogers, Thomas Wesley, College of Com. & Fin., 
Indiana Univ., Bloomington, Ind. 

Rorem, C. Rufus, 4901 Ellis Ave., Chicago, Ill. 

Rosario, Mariano G. del, Bureau of Education, 
Manila, P.I. 

Rosenblum, Leo, 80 Maiden Lane, New York, 
N.Y. 

Rosenkampff, Arthur H., New York University, 
Washington Sq. E., Rm. 333, New York, N.Y. 

Ross, F. E., 6 State Savings Bank Bldg., Ann 
Arbor, Mich. 

Ross, T, Edward, 2101 Packard Bldg., Phila- 
delphia, Pa. 

Rowland, Charles J., 27 Liberal Arts Bldg., 
State College, Pa. 

Russman, Albin, 695 Eagle Ave., Bronx, New 
York, N.Y. 


Sailers, Earl A., Plank Rd., Baker, La. 

Sanders, T. H., 225 Morgan Hall, Soldiers Field, 
Boston, Mass. 

Sanford, Emmett Reid, 626 Eddy Ave., Mis- 
soula, Mont. 

Santiago, Francisco, Box 2402, Manila, P.I. 

Sargent, C. W., The Tuch ‘School, Hanover, 
N. 


H. 

Sause, C. A., 10 Park Terrace East, Apt. 6 L, 
New York, N.Y. 

Schaefer, Leo H., 615 Hazelwood Ave., Ard- 
more, Pa. 

Schaefer, William Bernhard, 189 Woodland Ave., 
River Edge, N.J. 

Schenk, W. "aa 121 N. Appleton St., Appleton, 
Wis. 

Schlatter, Charles F., 214 Commerce Bldg., Univ. 
of Illinois, Urbana, Ill. 

Schlauch, William S., 219 Division Ave., Has- 
brouch Heights, N.J. 


Schmidt, Leo A., Marquette Univ., Milwaukee, 
Wis. 
Scholz, Frederick W., 130 Oakdene Ave., Tea- 
neck, N.J. 
Schroedel, Dale P., 348 Nielwood Ave., Pitts- 
burgh, Pa. 
Schur, John A., 228 N. LaSalle St., Chicago, Ill. 
Scott, D R, 111 Westwood Ave., Columbia, Mo. 
Scovill, H. T., 217 Commerce Bldg., Univ. of 
Illinois, Urbana, IIl. 
Seaman, Paul S., State Teachers College, Minot, 
N.D. 
Seehoffer, Carl H., 15400 Parkside Ave., Detroit, 
Mich. 
Seidman, Jacob S., 2 Lafayette St., New York, 
N.Y. 


Seitelman, Nathan, 17 Lexington, New York, 
N.Y. 


Sether, Victor C., Address unknown. 
Sevenich, R. R., 774 3rd St., Milwaukee, Wis. 
Severson, Harry L., Commerce Bldg., Indiana 
University, Bloomington, Ind. 
Seymour, P. F., 406 Pine Ave. W., Montreal, 
Canada 
Sharer, D. M., 4869 Oakenwald Ave., Chicago, 
Ill. 
Shaulis, L. L., Tufts College, Mass. 
Sheppard, C. Cy 1826 Oliver Bldg., Pittsburgh, 
Pa. 


Sherritt, Laurence W., 17 Lexington Ave., New 
York, N.Y. 
Shields, J. H., Box 246, College Sta., Durham, 


N.C. 

Shonting, Daniel M., 42 W. Oakland Ave., Co- 
lumbus, Ohio 

Shors, William F., 27 N. Clinton Ave., Trenton, 
NJ. 


Sicard, Lyman J., 113 W. Ellsworth, Salina, 
Kan 


Sinon, Paul, 2088 Straus Bldg., 310 S. Michigan 
Ave., Chicago, Ill. 

Sisterson, Douglas G., 2206 First Nat'l Bank 
Bldg., Pittsburgh, Pa. 

Smails, R. G. H., Queen’s Univ., Kingston, On- 
tario, Canada. 

Smith, Arthur C., 1735 Boatmen’s Bank Bldg., 
St. Louis, Mo. 

Smith, C. Aubrey, 1904 Rio Grande St., Austin, 
Tex. 


Smith, Chas. W., 1701 Munsey Bldg., Baltimore, 
Md. 


Smith, David, 2124 Union Trust Bldg., Detroit, 

Mi 

Smith, W. Mason, Northwestern Univ., Evans- 
ton, Ill. 

Springer, D. W., 1108 Nat’l Press Bldg., Wash- 
ington, D.C. 

Staehling, C. C., 119 South Hall, Univ. of Cali- 
fornia, Berkeley, Calif. 

Stanley, W. H., 2404 Union Central Bldg., Cin- 
cinnati, Ohio 

Stegman, Edward J., 1214 Mercantile Bldg, 
Baltimore, Md. 

Stegman, Walter A., Rm. 2735, 120 Broadway, 
New York, N.Y. 

Stevenson, Russell A., School of Bus. Adm., 
Univ. of Minnesota, Minneapolis, Minn. 

Stewart, William Martin, 1541 E. 60th St., Plais- 
ance Hotel, Chicago, Ill. 

Storli, Victor E., Fresno State College, Fresno, 
Calif. 
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Stout, W. H., c/o Gilby, Penny, Hall & Co., 105 
W. Adams St., Chicago, Ill. 

Streng, Walter E., 8570 Outlook Ave., Hyde 
Park, Cincinnati, Ohio 

Strickler, Howard K., 1073 Montgomery Ave., 
Narberth, Pa. 

Strittar, John J., 167 Maplewood Rd., River- 
side, Ill. 

Sunley, W. T., 3411 S. Michigan Ave., Chicago, 
Ill. 

Sweeney, Henry W., Furnald Hall, Columbia 
Univ., New York, N.Y. 

Sweet, Homer N., 80 Federal St., Boston, Mass. 


Taggart, Herbert F., 1019 Granger Ave., Ann 
Arbor, Mich. 

Takahashi, Ichitaro, 22 Toyama-machi, Ushi- 
gome-ku, Tokyo, Japan 

= J. B., 8411 S. Michigan Ave., Chicago, 
Ill, 

Taylor, Jacob B., 309 Commerce Bldg., Ohio 
State University, Columbus, Ohio 

Taylor, R. Emmett, College of Com., Univ. of 
Cincinnati, Cincinnati, Ohio 

Theiss, Edwin L., 116 Commerce Bldg., Univ. of 
Illinois, Urbana, IIl. 

Thomas, Olin E., 18639 Castleton Ave., Detroit, 
Mich. 

Thompson, Robert R., School of Commerce, Mc- 
Gill Univ., Montreal, P.Q., Canada 

Thompson, Wm. R., 709 Torrey Bldg., Duluth, 
Minn. 

Todman, Frederick S., 27 William St., New 
York, N.Y. 

Toner, Jas. V., 14 Tappan Ave., Attleboro, Mass. 

Toth, Louis, 551 5th Ave., New York, N.Y. 

Triest, Rudolph M., 440 4th Ave., New York, 


Tripp, Wilbur D., 2215 Newkirk Ave., Brooklyn, 


Trumbo, Rolla C., 788 Newport Ave., Webster 
Groves, Mo. 
Tucker, Herbert E., 1 Federal St., Boston, Mass. 
Tupy, Leslie T., 2028 New Hampshire St., Law- 
rence, Kan. 
=— Wallace M., 1482 Beacon St., Brookline, 
ass. 


Ueno, Michisuke, 1090 Nakano, Tokio, Japan 

Uhl, Joseph A., 309 W. Orman Ave., Pueblo, 
Colo. 

Ullrich, William A., 516 Mutual Home Bldg., 
Dayton, Ohio 

Upham, C. L., Box 841, E. Lansing, Mich. 


Van Arsdell, Paul M., 117 Commerce Bldg., 
Univ. of Illinois, Urbana, IIL. 
Van Kirk, J. C., Tulane Univ., New Orleans, 


La. 

Van Sickle, C. L., Room 1, State Hall, Univ. of 
Pittsburgh, Pittsburgh, Pa. 

Vaughn, Arthur S., c/o Haskins & Sells, 15 
Broad St., New York, N.Y. 


Walker, C. E., Queen’s Univ., Kingston, Ontario, 
Canada 

Walker, John Henry, 1625 Lincoln St., Berkeley, 
Calif. 

Wall, W. D., 44 W. Gay St., Columbus, Ohio 

Wallace, William C., 29 Howard Parkway, New 
Rochelle, N.Y. 

Walling, Herschel Chester, 508 W. 30th St., Aus- 
tin, Tex. 

Walmsley, Edwin C., College of the City of De- 
troit, Detroit, Mich. 

Walsh, Mervyn B., 120 Madison Ave., Detroit, 
Mich. 

Ward, Fred C., Box 2615, University Sta., Gains- 
ville, Fla. 

Warner, Philip J., 15 E. 26th St., New York, 


Warren, Jose D., Box 2402, Manila, P.I. 

Washburn, Earle L., New York Univ., 100 
Washington Sq., New York, N.Y. 

Wasserman, Max J., 112 Commerce Bldg., Uni- 
versity of Illinois, Urbana, Ill. 

Weber, Otto F., Shoreland Bldg., Miami, Fla. 

Wedeberg, S. M., Box G. G., University of Mary- 
land, College Park, Md. 

Wellington, C. Oliver, 10 E. 40th St., Rm. 1801, 
New York, N.Y. 

Werntz, William Welling, 1926 Yale Sta., New 
Haven, Conn, 

Wheeler, Chas. T., 404 Peoples Bank Bldg, 
Muskegon, Mich. 

Wider, William, 102 Mayfair Ave., Floral Park, 

Wildman, John R., 15 Broad St., New York, 
N.Y 


Wilkinson, John R., Niagara University P:0O., 
New York 

Willcox, R. S., Ohio State University, Columbus, 
Ohio 

Williams, Hugh H., 200 Culley St., Burgetts- 
town, Pa. 

Williamson, F. K., 7425 Jeffery Ave., Chicago, 


Ill. 

Wilson, Ralph G., Sheldon Ter., Grand Haven, 
Mich. 

Winter, Sidney G., College of Com., Univ. of 
Iowa, Iowa City, Iowa 

Wolfe, Richard H., 444 Buhl Bldg., Gen. P.O, 
Detroit, Mich. 

Wood, Roy A., 2621 Avenue N, Brooklyn, N.Y. 

Woodbridge, F. W., College of Bus. Adm., Univ. 
of Southern California, 3551 University Ave, 
Los Angeles, Calif. 

Wooden, Ernest E., Munsey Bldg., Baltimore, 


Md. 

Woolhouse, Thomas L., 159-18 Northern Blvd, 
Flushing, L.I., N.Y. 

Wray, Walter W., 1102 Lafayette Bldg., De- 
troit, Mich. 

Wright, Edward Needles, Rose Valley Road, 
Moylan, Pa. 

Wright, H. G., 222 W. Adams St., Chicago, Ill. 

Wright, W. H., State Teachers College, San 
Diego, Calif. 
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Public Accounting 


Procedure 


A Manual on 


Audits, Systems, and Income Taxes: 


By LEE McGINLEY, C.P.A, 
Chairman, Michigan Stete Board of Accountancy 


ional accountants, auditors, C.P.A. 


Of aid to professi 
and accounting students. 


A cycl of knowledge—a super-condensed 
com: um of facts, i rocedures, information. 
Sictentees cont with the three phases of profes- 
sional accounting work, as follows: 


AUDITING. An ag of recommended standard auditi 
procedure, from the preparation of the 
program to the rendering of the formal audit report. Gives 
Accountants and The American of Certified 


accounting profession. 


SYSTEMATIZING. A complete program of practice. or education in accounting principles. Presents a 
classification of accounts and ten special basic forms that may be adapted to any mercantile or manu- 
facturing business regardless of size, and then applies them to actual businesses for illustrative 

Outlines a system for a manufacturing business that embodies a ee method of ascertaining costs: 
Shows how the synoptic journal principle may be applied when practicable: 


INCOME TAXES. A complete list of items of taxable income, non-taxable i income, allowable deduc- 
tions, and unallowable deductions. Also information and reference material pertaining to methods of 
accounting, statutory basis for capital assets, earned income, net losses, pome pe rights transactions, etc., 
etc., as well as general provisions pertaining to the filing of returns, personal exemptions and credits, 
and computation of tax. 


Public Accounting Procedure is indis 
also an ideal foundation for lesson 


lecture 


to practitioners, staff members, and C.P.A. candidates; 
material. 


SEMI-FLEXIBLE COVER—GOLD LETTERING 
THE GREGG PUBLISHING COMPANY 
New York Chicago Boston San Francisco Toronto London Sydney 


THE GREGG PUBLISHING COMPANY 
270 Mapison AvENuUE, New Yorx, N.Y. 


f PUBLIC ACCOUNTING PROCEDURE, 
It is understood that Y provided the book is returned in good condition 


For the enclosed remittance of $2.50, please i nace, 
the full purchase price 
within ten days from the date it is 


Professional or Business Connection 


Street Address 
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For Classes in Advanced Acceunting 


New York C.P.A. Theory Questions with Answers 


by Dean Josep C. Myer, C.P.A. of St. John’s University School of Commerce. 


Contains the theory questions asked on the last 36 New York State examinations—more than 
525 questions classified into subject groups with answers by the author and a staff of practicing 
certified public accountants. A practical text for courses in advanced accounting theory. 


Special School Price—$5.00; 10% discount to instructors; 20% discount on school quantity 
orders. 


For Classes in Business Law 
New York C.P.A. Law Questions with Answers 


by A. L. Lavine, J.D. of St. John’s University School of Commerce and member of the New 
York Bar. 


Contains the law questions asked on 35 New York State examinations—more than 500 ques- 
tions covering almost all branches of substantive law, classified into subject groups with answers 
by the author. Used. as a text for college courses in business law. 


Special School Price—$4.00; 10% discount to instructors; 20% discount on school quantity 
orders. 


For Accounting Laboratory Classes 


New York C.P.A. Questions and Problems Only 


Practical, Parts 1 and 2—Auditing—Theory—Commercial Law (5. papers in each series) 


Available in printed form from the 62nd. Series (November 1926) through the 76th. Series 
(October 1933). These questions and problems furnish splendid material for advanced account- 
ing courses. Ninety working problems and 675 questions. 


Complete bound set of 15 series (75 papers) .........6....- 4.50 


The above stated prices are net for individual orders and remittance must accompany: the order. A 
discount of 20% will be allowed on class or group orders of 10 or more complete sets, 


The C.P.A. questions, problems and answer books are not sent on approval. Remittance must 
accompany the order. However, refund of amount paid less: delivery charges will be made if 
books are returned unsoiled within 5 days. 


See other announcement on page 3 


STANDARD TEXT PRESS 


». 186 Joralemon Street . BROOKLYN, N. Y. 
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